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Electric Iyping “Time 


Typing is easy, fast, and “letter perfect”? when your 
stenographic staff uses IBMs. 

With IBM Electric Typewriters, they'll turn out 
consistently beautiful work . .. almost without effort. 
They'll finish their regular typing more quickly ... 
have time for other important work. 


Isn’t it time your office, too, had IBM Electrics? 


IBM. Dept. CN-1 
590 Madison Ave., New York 22, N. Y. 


Cv. . Please send illustrated folders on 
IBM Electric Typewriters. 
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COACHING 


In addition to its complete Diploma Course, IAS offers an intensive 
50 CPA Coaching Course which has produced outstanding results. It 
is available only to competent accountants qualified through training 
and experience to prepare for the CPA examination. No attempt is 
made to teach general accounting; the entire course is pointed di- 


| years rectly at the CPA examination. 


The need for special coaching has been well established by 


‘innumerable experienced accountants who have floundered 
in the examination room. They knew how to make audits 
but they didn’t know how to analyze problems for the pur- 

of pose of deciding guick/y the exact requirements, how to solve 
problems quick/y, how to construct definitions acceptable to the 
examiners, ot how to decide guick/y on proper terminology. 


The IAS-CPA Coaching Course has been designed for busy account- 

progress ants whose time for preparation is limited by the demands of daily 
work. The home-study method of tutoring is ideally suited to CPA 

examination preparation. Maximum use can be made of every 


available hour. 


° The text material consists of 20 substantial loose-leaf assignments 

in ' cotaling more than 800 pages. It includes hundreds of CPA examina- 
ction problems and questions, with solutions supplemented by elab- 
orate explanations and comments, working sheets, side calculations, 
and discussions of authoritative opinions. 


accounting Written examinations at the end of each assignment require solu- 


tions to problems of CPA examination calibre. These are sent to 
the school where the grading, including personal comments and 
suggestions, is done by CPA members of the IAS Faculty. Sup- 
plementary review material is furnished to those who want to “brush 


training up’’ on specific accounting subjects. 


Those interested in preparing adequately for the November, 
1953, examination should arrange for needed coaching 
promptly. The IAS booklet, “How to Prepare for the 
C. P. A. Examination,” is available upon request. Address 


your card or letter to: 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
4 Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 
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How to SAVE TIME 
in Washington: 


Already famous for its matchless serv- 
ice and fine cuisine, the Carlton is 
widely acclaimed among business and 

professional men for its ideal location. Co nte nts for May 1953 
When you stay at the Carlton, your 
Washington headquarters is mere min- 

utes from government agencies and FEATURES Page 
the White House, and within easy 


WALTER MITCHELL, JR., Editor 


PAUL HAASE, Managing Editor 


JOHN A. MURPHY, Advtg. Mgr. 


walking distance of the financial dis- A METHOD OF ACCOUNTING FOR A PENSION PLAN 
trict and the better shops and theatres. 
SAVE TIME . . . stay at John V. van Pelt iil . ‘ ‘ 
Fronk E. Weakly TAX CONTROL OF INVESTMENTS—Townley Bole . . 214 
THE President 


MARKETING NEEDS COST CONTROL—E. W. Kelley 


DEPRECIATION ON REPLACEMENT COST—J.L. Davis. . 228 
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SIXTEENTH STREET AT K, N.W. 
WASHINGTON 6, D. C. 
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CURRENT COMMENT—Walter Mitchell, Jr. 2009 


SCANNING THE SCENE—Pau! Haose . . . « 224 


COMPENSATION AND INCENTIVES FCR 
INDUSTRIAL EXECUTIVES 


Reviewed by Austin M. Fisher 
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TAS 


WITH FULL CONTROL 


... the outstanding achievement in phone dictation! 


The success of a phone dictation system depends — PHONAUDOGRAPH and AUDOGRAPH (individual dictation instrument) 


7 sales and service in 180 U. S. cities. See your Classified Telephone 
on whether each dictator has efficient control over Directory under “'Dictating Machines."’ Canada: Northern Electric Co., Ltd. 


h h h li Abroad: Westrex, Corp, (Western Electric Co. export affiliate) in 35 
the recording units... whether he can listen countries, Made by The Gray Manufacturing Company—established 1891— 


back to his entire dictation — whether he of he Puy 
TRADE MARK “‘AUDOGRAPH'' REG. U.S. PAT. OFF. 


dictates in private, free from interference by other 


dictators—whether he can freely communicate 
with the attendant-transcriber on the same line 
~—whether he controls a// the functions of the 
recorder as though it were on his own desk, 
With PhonAudograph, each dictator has this full sneenanenabaininiatate 
control. Nothing on the market matches this The Gray Manufacturing Company 
achievement of Gray's electronics engineers. 
Nothing less can assure you of all the benefits of Please send me your Booklet AG-5, with complete facts 
on PhonAudograph telephone dictation. 


phone dictation. To use PhonAudograph is 


to know how great those benefits can be. NAME 
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PARALLEL PROBLEMS ACROSS THE SEAS 


Editors, CONTROLLER: 

I have continued to read THE CON- 
TROLLER each month with real personal in- 
terest, and I am impressed to find how 
closely the problems of our two countries 
follow each other: the frequent reference 
to taxation in THE CONTROLLER 1s a case 
in point, for this has obviously become an 
important question with you too, exceed- 
ing even the price levels and replacement 
cost problem, although this too has a taxa- 
tion background, 

In the recent Sixth International Con 
gress on Accounting held in London, the 
fifth session, on “The Incidence of Taxa- 
tion,”’ was the longest, although the first, 
on “Fluctuating Price Levels in Relation 


to Accounts,’ probably excited the most 
interest. The Congress was attended by 
controllers and chief accountants from in- 
dustry as well as public accountants, and 
visitors came from many countries, includ- 
ing quite a contingent from the U.S.A. 

I hope the results, which are only start- 
ing to show now, will be manifest in bet- 
ter unity of controllers and accountants in 
guiding and having more say in govern- 
ment policies, to reduce taxation by getting 
better value for money spent. 

The wistful notion that governments 
can spend money better than industrialists 
still holds in some peoples’ heads here, as 
elsewhere. On this, you may be interested 
in a true story I told the Congress, for such 


PENSION STUDY 


A preliminary study by our pension and actuarial staff will 
provide you with comprehensive factual and impartial advice 
on your company’s retirement problems. We operate as pension 
consultants on a fee basis and our service is built upon years of 
experience working with all types of pension and profit sharing 
plans, self-administered, trusteed, insured, and combinations 
Send without obligation for our brochure ‘‘Planning 


of these. 


a Successful Retirement Program for Your Company.” 


Marsu & McLENNAN 


INCORPORATEO 


INSURANCK BROKERS 


Chicago, 231 S. LaSalle St. 


Minneapolis Detroit Boston Los Angeles Toronto Pittsburgh Seattle Vancouver 
St. Louis Indianapolis Montreal St. Paul Duluth Portland Buffalo Atlanta 
Milwaukee Cleveland Havana London 


Washington Tulsa 


Calgary 


New York, 70 Pine St. 


Phoe nix 


CONSULTING ACTUARIES 


San Prancivco, Russ Bldg. 


an idea can have grave consequences when 
initiative and enterprise are prevented, for 
today we need these more than ever: 

“In 1938 government vacillation and 
delay in placing orders was preventing a 
large company from starting production 
of a new line—tooling was expensive and 
without substantial numbers, io was in- 
evitable. Finally, after many months’ de- 
lay, the directors of the company, having 
confidence in decided to take 
this risk and production was started, with 
the hope that government orders would 
eventually be forthcoming. 

“Ladies and gentlemen, that produc- 
tion was of the pe 1,000 Hawker Hurri- 
cane fighter aircraft. Without that initia- 
tive we might not be gathered here today, 
m the midst of this great city, for over 80 
per cent of the Royal Air Force fighters in 
the Battle of Britain in 1940—-on which 
the fate of the free world de pended——were 
off that line of Hurricanes.” 


I went on to say that, while I do not 
know the Hawker position today, I very 
much doubt if equivalent enterprise can 
now be financially possible in many com- 
panies. Taxation is draining off liquid 
funds, and no adequate alternative field of 
finance exists from private investors. Re- 
tained earnings were—-and should be still 

the main source of finance for industrial 
initiative and enterprise, which is vital to 
our life. 

A great change is taking place here-—a 
reawakening and throwing off of the leth- 
argy and tiredness from the War, which 
cost so much effort as well as money 
and the start of a return to earlier stand- 
ards of practical common sense and hard 
work as the means to solve the problems of 
the day. 

This is a great sign, for we have so much 
in common and are to a great degree inter- 
dependent. The more we can help in each 
other's problems the better. Perhaps we 
can do something through our mutual in- 
terests as controllers, too. 

P. LIVINGSTONE ARMSTRONG 
Newton, Armstrong & Co. 
London, England 


LABOR AND PRODUCTIVITY 
Editors, THE CONTROLLER: 

Recalling the material on productivity 
by industry published in your December 
1952 issue (“Annual Improvement Fac- 
tor Analyzed”), I noted with interest the 
recent publication of a booklet by the Na- 
tional Association of Manufacturers en- 
titled “Productivity: Gauge of Economic 
Performance” in which it was pointed 
out that findings of earlier studies had in- 
dicated that in the past 50 years produc- 
tivity has increased in the United States 
at the average annual rate of about two 
per cent. 

According to the NAM, any attempt to 
tie annual increases in wages to long- 
term improvements in national output, 
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“Our 


repay their cost every 6 months!”’ 


“Modernization with our National Ac- 
counting Machines enables us to pre- 
pare simultaneously the payroll jour- 
nal, check register, earnings record, 
pay statement, and check and time 
sheet for the next period. We also 
write all quarterly Social Security re- 
ports and annual Withholding Tax 
statements on our Nationals. 

“If we used our former method, 
we'd need ten or twelve people to do 
our payroll work, which has increased 


THE NATIONAL CASH REGISTER COMPANY, pavron 9, on10 


save us over $20,000 a year... 


—AMERICAN EXPORT LINES, new york 


about 100%. 


machines, three people do all the work 


But with our National 


—and do it far more smoothly than it 
was ever done before. Exceeding our 
expectations, our Nationals save us 
more than $20,000 a year, repaying 
their cost every 6 months.” 


Controller 


No matter what the size or type of business 
National machines cut costs. Nationals do up 
to 


> 


» of the work automatically, soon pay for 
themselves, then continue savings as handsome 
profit. (Operators are happier, too, because they 
accomplish their work more easily.) Your nearby 
National representative will gladly show how 
much you can save with Nationals 


ACCOUNTING MACHINES 
ADDING MACHINES + CASH REGISTERS 
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by Paul A. Warner 


by J. Thomas Miller 


by J. E. Kusik 


which actually involve many factors other 
than increased efficiency of labor, are in- 
accurate, impractical and undesirable. 

Proposals to link wages with produc- 
tivity on a short-term basis, says the NAM, 
are “unnecessary since the matter takes 
care of itself.” This, it was said, “‘is 
demonstrated by the fact that through all 
the economic vicissitudes of the 1930's, 
1940's and early 1950's, employes have 
received a practically constant share of 
the proceeds of production.” 

Preferably we should express produc- 
tivity gains in terms of lower prices and 
thereby benefit all segments of the popu- 
lation, including pensioners and others 
on fixed incomes. 


W. T. 


HENDERSHOT QUOTED 
Editors, THE CONTROLLER: 


In his syndicated column, Ralph Hen- 
dershot, the financial writer, recently dis- 
cussed a study by the National Associa- 
tion of Manufacturers which declares that 
“labor productivity is not a measure of 
the performance of the workers. It is a 
measure of the performance of the entire 
economy in utilizing the services of work 
ers. An improvement in labor productivity 
may or may not be due to a change in the 
behavior or attitude of employes. It may, 
for example, be the result of employers 
learning to apply labor with greater ef- 
fectiveness.”’ 


Mr. Hendershot states that the NAM 


Forthcoming Features 
IN THE CONTROLLER 


%& COST CONTROLS IN PENSION PLANS 


(Third in a series of three articles on pension plans) 


%& THE PLACE OF RESEARCH IN BUSINESS 


% FINANCIAL PLANNING AND CONTROL— 
A SYSTEM OF FOUR LEVEES! 


%& A report on OFFICE MANUALS 


study “takes issue with the National Bu- 
reau of Economic Research and others 
who place the productivity increase at 2 
per cent annually during the past 50 years. 
It says ‘the long-term increase in the over- 
all ethciency of the economy, which can 
be translated into higher real wages, has 
been at a rate well below 2 per cent an- 
nually.’ Perhaps, however with a little 
prodding, plus the full utilization of our 
research facilities, it could be raised well 
above this figure,’” Mr. Hendershot con- 
cluded. 

Since you published material about this 
subject in one of your recent issues, I 
thought these views should be brought to 
the attention of your readers. 


N.Y. H. 


COST ANALYSIS 
Editors, THE CONTROLLER: 

An article entitled “Now, More Than 
Ever, Expenditures for Cost Analysis 
Should Be Maintained” by Walter R. Set- 
bert appears in the January 1953 issue of 
THE CONTROLLER. We would appreciate 
your permission to reprint this article for 
promulgation to installations currently be- 
ing financed under the Navy Industrial 
Fund. 


N. P. Cassipy 

Assistant Comptroller 
Accounting, Audit and Finance 
Department of the Navy 
Washington, D. C. 
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LAZY DOES IT 
Editors, THE CONTROLLER: 

Regarding the comment of Paul Haase 
in “Scanning the Scene,’ February 1953 
issue of THE CONTROLLER, about the im- 
portance of being lazy, I felt you would 
be interested in this quotation from the 
German General Baron von Hammer- 
stein: 

“I divide my officers into four classes: 
The Clever, the Stupid, the Industrious 
and the Lazy. Most officers possess at least 
two of these qualities. Those who are 
Clever and Industrious are fitted for high 
staff appointments. Use can be made of 
those who are Stupid and Lazy. The man 
who is Clever and Lazy, however, is des- 
tined for high command for he has the 
temperament and nerve to deal with all 
situations. But, whoever is Stupid and 
Industrious is a danger and must be re- 
moved immediately!” 


TAX UNIFORMITY 
Editors, THt CONTROLLER: 

I have read the article ‘Uniformity of 
State Income Taxes’’ by Fred L. Cox, di- 
rector of the Department of Revenue, In- 
come Tax Special Assessment, Atlanta, 
Georgia, and I think it is excellent. In fact, 
material of this kind should prove very 
helpful in the study and eventual achieve- 
ment of uniformity in the field of state 
taxation. 

JOHN MCFARLAND 
Manager, Tax Department 
Sun Oil Company 
Philadelphia, Pa. 


Mr. McFarland is chairman of the Com- 
mittee on State and Local Taxation of Con- 
trollers Institute of America. 

-The Editors 
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UHLING, LAUER AND ASSOCIATES 


Management Consultants 


JOB EVALUATION 
~—-Office and Factory 


COST REDUCTION PROGRAMS 
Standards—I ncentives 
Methods— Production Control 
ORGANIZATION PLANNING 

Evaluation and Procurement 
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| COST SYSTEMS 
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at the Technical and 
| Management Level 


317 KEITH BLDG., CINCINNATI 2, OHIO 
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MACHINE WITH EXTRA 
KEYBOARD 
This photo-path pattern shows the ac- 
tual head motion of the operator who 
has to think and work in two systems, 
not one. Head and mind work harder. 


MONROE SINGLE KEYBOARD 
Operator’s head travels only one- 
sixth as far, as proved by this light 
pattern. No bob or weave on the 
compact Monroe Single Keyboard, 


How to make HEADWAY 


against your Calculating Costs 


In cutting your overhead, head travel (the movement of the operator's 
head when making calculations) can be an important factor. When you 
reduce head travel you reduce fatigue . .. improve efficiency . . . and sharply 
reduce costly errors. 


A series of scientific motion photographs made by the U. S. Testing 
Company, Inc., revealed that the fully automatic Monroe Calculator— 
tested* against comparable machines on the same routine business prob- 
lems—reduces head travel much more. Reduces hand travel, eye travel, too. 


The exclusive Monroe Single Keyboard is so compact the operator 
moves her head less, ‘“‘uses”’ it better. This lets the operator work with com- 
plete, undistracted concentration. And—by saving motion and lessening 
fatigue—it makes for maximum figuring efficiency... keeps personnel 
happier .. . far more productive. It actually saves you money! 


Only the Monroe with its famous, exclusive Single Keyboard registers 
zeros and decimals automatically. Only the Monroe frees the operator so 
completely—hand, head and eye—for greater figure output. 


You can see for yourself how you can save time and money with the 
Single Keyboard Monroe Calculator. For additional photographic evi- 
dence, call your local Monroe man today for a demonstration. 


*Test No. 44156, April 10, 1952 


MONROE 


CALCULATING ADDING 
ACCOUNTING MACHINES 


MONROE CALCULATING MACHINE COMPANY, INC., ORANGE, NEW JERSEY 
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IT DOES THESE JOBS—AND MORE! 


Accounts Receivable * Accounts 
Payable * Material Records * Wage 


Accrual Records * Payroll Records 
Cost Records * Factory Ledger 
General Ledger 


A‘SIMPLE TURN of the job selector knob aa 

changes jobs in a second—gives choice of any 7 
four accounting operations controlled by each 
sensing panel. Any number of panels may be 
used, so there's no limit to the number of jobs 


a Sensimatic will do. 


No other accounting machine is so universally useful— 


can do so many accounting jobs with such speed, : 
such ease... at such a saving! Now there are five | 
There’s practically no limit to the number of accounting ee : 
problems your Sensimatic can solve! Its most Sensimatic 500 with 19 totals 
remarkable feature—the sensing panel or “mechanical Sensimatic 400 with 9 totals 
brain”—automatically directs it through every 366 wk 
operation—effortlessly, unerringly. Moreover, the 
Sensimatic’s many other automatic features and highly Sensimatic 200 with 5 totals 
Sensimatic 100 with 2 totals 


efficient design save costly working time and operator 
effort... make it simple to learn, easy to use! 


Why not see for yourself how much more Sensimatics 
can do for you? Simply call your nearby 
Burroughs office, listed in the yellow pages of the 
telephone book. Burroughs Adding Machine Company, 
Detroit 32, Michigan. 


WHEREVER THERE'S BUSINESS THERE'S 


— 
Fi 
a 
Bwuw A CHINES 
Burroughs 


How New York City Controllers 
Help Each Other on Daily Problems 


Every human being who tries to solve his problems by 
thinking instead of kicking—and every executive charged 
with corporate problems—has discovered that the develop- 
ment of ideas or thoughts seems to be governed by certain 
natural laws. For example, a typical person finds that there is 
a limit to the progress he can make on a tough problem 
alone, but talking it over with almost anyone-—bright or 
stupid—-serves to concentrate and clarify his thoughts. 

Also, the typical man concludes from observation—and 
sometimes sad experience—that “the best committee is a 
committee of one’’ because he has seen a group discuss a 
problem at length and reach no conclusions, or has watched 
the objections of one individual water down the conclu- 
sions of the group until they lack force or meaning. 

Third, he has formulated conclusions about supervision: 
that a working foreman can do best with eight or ten men 
under him but that an executive does his best work with not 
more than five or six subordinates reporting directly to him. 
He has read that some educators state that the ideal school- 
room class should range between 18 and 25 students. 

All of these are soundly based and widely accepted. They 
are, in general, more than “rules of thumb,’’ for they rest 
on careful analysis and observation, both by psychologists 
and operating executives. 

One other basic principle is less widely known but can 
definitely be asserted now on the basis of about eight years 
of observation, namely, that a successful basis for a full and 
free interchange of ideas is a group of 20 to 40 mature and 
responsible minds. This is a group that has ordinarily been 
considered too large to function well. Yet in various cor- 
porate, civic, educational or association situations that may 
be the logical or unavoidable size of group. 

Many of us have attended a meeting of directors or a 
committee of 20 to 40 persons and observed either the 
domination of the meeting by one or two ‘‘time-hogs”’ or a 
hibernation of thought, such that the meeting merely rubber- 
stamped proposals presented by the chairman or other officer. 
In either case, a substantial proportion of those attending 
leave the meeting feeling that their time was wasted. 

How can this be avoided? 

The weekly luncheon meetings of manufacturing trade 
association executives in New York, during the past eight 
years have demonstrated the effectiveness of this procedure: 


1. The secretary gives the chairman a list of individuals 
present in the order in which they ave seated around the table. 


2. The chairman opens the meeting on time and calls on 
the person to his right or left. That person can either a) ask 
a question, ov b) state information he believes will be of in- 
terest to others around the table, or, ¢) “ pass.” 

3. The chairman then calls on the next person. Thus the 
opportunity and the obligation to participate passes around 
the table—skip ping no one. 

4. An) one present May answer any question or comment 
on any statement made, unless the chairman limits discus- 
sion in order to give everyone a chance. 

5. The chairman closes the meeting on time whether or 
not the circuit has been completed. 

6. The chairmanship rotates alphabetically. After four 
meetings the next regular member in the alphabet takes over. 


The same method has now been successfully tried by two 
groups of controllers of the New York City Control of Con- 
trollers Institute as a basis for interchanging information and 
pooling the thoughts of the group on the various problems 
confronting its members. Watching such a group in opera- 
tion is more convincing than any description; but a little 
thought will reveal just why this simple type of procedure 
almost eliminates the ‘‘time-hog’’ and serves to force active 
thinking and participation by shy or lethargic members and 
provides a sounding board for ideas. 

Have you crystallized your convictions about these laws 
governing the transfer of ideas? Are your contacts and con- 
ferences planned in harmony with those convictions? All 
organized effort depends upon effective movement of ideas 
from one man’s head to another, so that they can be trans- 
lated into action. 


Here’s a Job for the Controller 

Businessmen—and editors of this magazine—-delight in 
telling stories of how the Government spends $12 on paper- 
work to make a 50 cent purchase. Perhaps careful examina- 
tion of our own procedures might not be amiss. 

At a conference of sales executives and engineers em- 
ployed by a large organization in the heavy machinery and 
equipment fields, one of them told how he arranges to show 
a customer certain types of small parts for the company's ma- 
chinery. He learned that he'll get the part quicker, and it 
costs the company a great deal less, if he writes to the stock- 
room foreman at the plant where the machine is made. The 
foreman seems willing to trust him to return the piece. The 
salesman thus avoids the cost and delay of requesting the 
part through regular channels. 

Another one spoke up, ‘Did you ever think of the fact 
that we have these careful controls on small items, yet we 
have several times run up as high as $50,000 expense for en- 
gineering and design effort on an installation, before we ac- 
tually had a customer's signature on the line? Why doesn't 
the controller's office get after that?” 

These engineers and salesmen may or may not have been 
correct in their conclusions. But the fact that they are think- 
ing along these lines indicates there is still a job for the con- 
troller to do. WALTER MITCHELL, JR. 
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plus 


Like many employers, you might like to liberalize your pension plan to 
provide larger retirement incomes for your employees. But you hesitate to 
increase the fixed pension obligation you have already assumed. 

A sound alternative may be for you to create a profit-sharing plan, or a 
thrift and savings plan, in addition to your pension plan. 

We have helped many companies work out such combination plans— 
plans that combine security and incentive. Let us help you explore the pos- 
sibilities of an effective retirement program for your company, including a 


cost estimate. Write or call our PENSION TRUST DIVISION, 


CITY BANK FARMERS TRUST COMPANY 


Chartered 1822 


e- HEAD OFFICE: 22 WILLIAM STREET, NEW YORK 
Affiliate of 


THE NATIONAL CITY BANK OF NEW YORK 


Established 1812 
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John V. van Pelt Ill 


COMMITTEE on Accounting Proce- 
dure of the American Institute of Ac- 
countants issued Accounting Research Bul- 
letin No. 36 in 1948. The bulletin stated 
in part. . . even though the calculation 
fot pension costs} 7s based on past service 
costs, costs of annuities on such serv- 
ices ave generally incurred in contem- 
plation of present and future services, not 
necessarily of the individual affected but 
of the organization as a whole and, there- 
fore, should be charged to the present and 
future periods benefited.”” Since that time 
there have been comments in The Journal 
of Accountancy that have indicated that 
the Committee contemplates further re- 
leases dealing with this subject which will 
spell out its recommendations as to means 
by which current and future periods may 
be charged for that portion of pension 
costs attributable to past service. 

Since pension costs under any formal- 
ized agreement with employes are based 
upon estimates founded on assumptions 
which may be subject to future change, it 
becomes readily apparent that the estab- 
lishment of a generally accepted principle 
of costing is no simple matter. The Com- 
mittee is obviously following a sound 
course in proceeding slowly in issuing 
further pronouncements on this subject. 
However, continual increases in the num- 
ber of plans adopted, additional coverages 
and increasing complexities in funding 
produce accounting problems that require 
immediate solution. 

The old adage, ‘Fools rush in where 
angels fear to tread,” may properly typify 
an attempt to explore the question of a 


A Method of Accounting for a Pension Plan 


The second ina series of three articles on pension plans 


sound method of accounting for pension 
costs before the professional experts have 
rendered a group opinion. In justification 
for such an effort, there may be some meas- 
ure of assistance to others in following 
through the thinking that preceded the 
adoption of a costing program. 


ESTABLISHMENT OF BASIC OBJECTIVE 


An analysis of Research Bulletin No. 
36 is quite helpful in getting a fix on the 
apparent trend of thinking on the part of 
the Committee on Accounting Procedure. 
The following quotations from the Bul 
letin may help to clarify this factor. 


“4. The Committee believes that—al- 
though the benefits flowing from pen- 


Last month: “Investing Pension Funds” by W. C. Dunn 


won plans are mtangible, they are never- 
theless real. Vhe element of past services 
1s one of the important considerations of 
most pension plans and costs incurred 
on account of such services contribute to 
the benefits gained by the adoption of 
the plan. It 1s usually expected that such 
benefits will include better employe mo- 
vale, the removal of superannuated em- 
ployes from the payroll, and the attrac- 
tion and retention of more desirable 
personnel, all of which should result 
im improved operations, 

“§. The Committee, ace ordingly, 1s of 
the opinion that: 


(a) Costs of annuities based on 
past services should be allocated to 
current and future periods; pro- 


JOHN V. VAN PELT III spent approximately ten years 
with Arthur Andersen & Co., the latter part of these years 
as an accounting manager. In 1940 he became the chief 
accounting officer of the Federal Water & Gas Corporation, 
a public utility holding company with nationwide subsid- 
iaries. In 1943 he became a Reserve Officer in the U. S. 
Navy, serving in the Supply Corps; in 1947 accepted the 
position of research assistant to the comptroller of the 
C & O Railroad Company; and in 1948 joined the Kendall 
Company, Walpole, Mass., in the capacity of controller. 
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vided, however, that if they are not 
sufficiently material in amount to 
distort the results of operations in a 
single period, they may be absorbed 
im the current year. 
(b) Costs of annuities based on 
past services should not be charged 
10 surplus, 
"6. The Committee does not imtend 
that its recommendations shall require 
(a) a change im policy calling for 
charges to income rather than charges 
lo veserves previously provided, or (b) 
that any vecognition be given in the ac- 
counts of current or future periods lo 
pension costs written off priov to the 
issuance of this bulletin.” 


The emphasis on benefits to be derived 
in future periods makes it clearly evident 
that the amortization period should con- 
form as closely as possible to the period of 
time when such advantages are actually 
arising. Since the past service costs apply 
to personnel in service at the effective dat. 
of the plan, and the comments with re 
spect to removal of superannuated em 
ployes reflect a contemplation of their re 
tirement at ages established in the plan, it 
is apparent that the applicable period over 
which the costs should apply would be the 
remaining working lives of such employes. 

Reference to the broad assumption that 
the benefits apply to the organization as a 
whole would lead to the conclusion that 
periodic amortization might preferably be 
established on the basis of an average of 
the remaining working lives, rather than 
to compute a past service credit for each in- 
dividual and to spread such amount over 
the varying applicable periods of years. 
That there are adherents to this latter al 
ternative seems obvious from the follow 
ing quotation from T. C, Davis, treasurer 
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of du Pont,’ “We now charge it {Unre- 
served Past Service Pension Cost} off over 
the remaming serviie of the current em- 
ploye force, which means that a reducing 
amount will be charged off each year, but 
the whole will be charged off within 30 
years.” 

There is one initial advantage to this 
method in that the amount of amortiza- 
tion of past service cost would follow a 
downward trend rather than creating a 
sudden drop in pension costs at the con- 
clusion of the period. 

However, as we shall sce from a subse- 
quent examination of difficulties to be en- 
countered in making actuarial estimates, 
there is both an implied exactitude in the 
method which is potentially misleading, 
and possible future changes in conditions 
may create additional factors of past serv- 
ice which will upset the previously estab- 
lished trend line. 

These problems when combined with 
the analysis of benefits that inure in terms 
of employe morale, which are not meas 
urable in terms of any one individual, lead 
to an apparently reasonable conclusion 
that there should be an objective of spread- 
ing the past service costs over the average 
remaining working lives of the eligible 
employes at date of adoption of the plan. 

While the Accounting Research Bul 
lctin docs not so specify, it would scem 
that a cash basis in a plan that has no at- 
tendant provision for funding would not 
be acceptable as a basis for computing 
charges to income, since such a method 
would postpone the charging of costs be- 
yond the period of retirement. Moreover, 
there 1s an inference that amortization 
should be predicated on an actuarial study, 

'T. C. Davis, “Organization of Accounting- 
Finance Research: The du Pont Approach” 
The Controller, November 1951. 
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“We'd like to make you a member of the firm, Drubakowizc, 
but things are complicated enough around here as it is!” 
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since past service of itself is only a result 
of such a computation. However, this de- 
termination will require the establishment 
of two further premises before final ob- 
jectives can be outlined. 

Since substantially all formal pension 
plans require periodic computations of the 
actuarial status of the plan (annual in 
many cases), except in those plans where 
future benefits will be predicated on an- 
nuities previously purchased or guarantees 
by an insurance company, each actuarial 
study will normally produce a revision, for 
a variety of reasons, in the prior actuarial 
amount of past service liability. One must 
determine whether it is proper to change 
the base which is being amortized annu- 
ally or to stay with the initial base. 

While a fine theoretical argument might 
be made for shifting the base from year to 
year, the general factors of assumption 
underlying the actuary’s estimate are so 
broad, that no real purpose would be 
served in striving for such a finite answer. 
Morcover, it 1s possible to have the actuary 
use the so-called “frozen initial liability 
method” whereby normal changes in the 
plan will merely create fluctuations in cur- 
rent service cost, leaving the past service 
liability fixed from year to year, except 
as funding of more or less than the sum 
of normal cost plus accrued interest may 
create increases or decreases in the amount. 

The factor of interest on unfunded past 
service cost likewise must be considered. 
Either it should be written off annually 
as it accrues or it too might be amortized 
with the past service costs. In striving for 
the solution to this, some assistance may 
be gained by looking at the make-up of 
past service cost. 

To simply explain one common ap- 
proach: The actuary first estimates the cost 
of annuities that will be necessary to pro- 
vide for benefits specified in the plan. He 
then prorates this cost back over the num- 
ber of years during which the participants 
are eligible under the plan, whether prior 
or subsequent to the effective date of the 
plan, so that an even annual appropriation 
of dollars, plus interest compounded 
thereon, will produce the cost of the annu- 
ity at the date specified in the plan. The 
aggregate sum of annual contributions, 
plus accrued interest thereon, to the effec- 
tive date of the plan represents the total 
of past service cost. 

Were such past service cost funded in a 
lump sum at the effective date of the plan, 
there would be no interest factor to con- 
sider assuming actual carnings on invested 
funds equaled estimated return. From this 
point it might appear that the interest fac- 
tor was truly a financial management item, 
and should be so handled in the accounts. 
The Federal Communications Commission 
has adopted this attitude with respect to 
the American Telephone & Telegraph 
Company and its subsidiary companics, 
ordering the classification of interest ac- 
crued on the unfunded reserve as a mis- 
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cellaneous interest deduction. However, 
this approach does not face up to the reali- 
ties of the situation. 

Because of federal income tax require- 
ments, it is well nigh impossible to effect 
complete and immediate funding of the 
past service liability. As a result the arith- 
metically computed amount at the effec- 
tive date of the plan represents in no way 
the actual sum of money that will be de- 
posited in order to provide for the neces- 
Sary annuities at retirement dates. Since 
the funding is not primarily subject to the 
dictates of sound financial planning, it 
would be unwise to segregate a portion of 
the cost as a financial management expense. 
Therefore, the interest factors of the future 
should be included with the interest factors 
of the past in arriving at the annual charge 
to income in respect of the amortization of 
the past service liability. 

In those cases where the plan itself, or 
a rclated union agreement, specifies a level 
method of funding the past service liabil- 
ity the future interest element ts actuari- 
ally determinable. In such instances it 
would seem reasonable to add the interest 
increment for future years to the aggregate 
liability of past service cost at the effective 
date of the plan, so that the total sum may 
be spread in equal amounts over the aver- 
age remaining working lives of the em- 
ployes. 

Where there is no funding requirement, 
an assumed average funding program must 
be determined, and the computed interest 
factor from such a program should be in- 
cluded in the amount to be spread. Such 
a funding program would have as its latest 
date the actuarially determined point when 
all actual cash payments to those employes 
having past service under the plan would 
have been completed. The reasoning un- 
derlying this determination scems too ob- 
Vious to require analysis. 

A minimum period would be the cleven- 
and-a-fraction years permitted under the 
internal revenue code (or ten years in the 
case of a Canadian company) for the writ- 
ing off of past service cost for tax purposes. 
Any intermediate period would be a mat- 
ter of management determination, with the 
sole proviso that arbitrary adjustments of 
the interest factor should not be made in 
order to produce fluctuations in charges to 
annual income. One factor of considera- 
tion, in those plans administered by a trus- 
tee, will be the trustee's requirement for 
a sound investment policy. 

There ts no particular difficulty in per- 
mitting a Management estimate of the pe- 
riod over which the funding will take 


place. As we shall see, changes in actuarial 


estimates from year to year are such that 
the actual factor of past service liability 
and the resultant interest elements are con- 
stantly fluctuating. As we previously 
pointed out, any attempt at too great ac- 
curacy can, therefore, be misleading. All 
that is necessary ts a true realization that 
all computations are purely broad guesses 


SOURCES OF INCOME: 1940-1952 


6/52 12/40 6/52 12/40 
Millions 


Per cent 


All persons 65 years and over with 


income from specified source: 


Employment 


Social insurance and 
related programs: 


Old-age & Survivors Ins. 


Other 


Old-age assistance 


13.2 9.2 100 100 
4126 31 28 


3.40.1 26 1 
1.2 0.4 9 4 


262.1 20 2 


Nort: Continental United States. Total includes persons with 
no income and with income from sources other than 
those specified. Some persons received income from more 
than one of the sources listed. Svcsil Security Bulletin. 


in an attempt to get some equalization of 
income charges over a long span of appli- 
cable accounting periods. 

In finally arriving at our objectives, we 
should reiterate that a cash basis probably 
docs not produce sound accounting; the 
fact that cash costing is essentially used 
for income tax purposes does not neces 
sarily charge the expense to the applicable 
accounting period, For this reason, unless 
the funding program fits the accounting 
requirements, there will be deferred or 
accrued amounts reflected in the financial 
statements representing the difference be 
tween aggregate charges to income and a 
tual funding operations. With these fac 
tors in mind, the objective should be to 
charge the past service cost, including any 
interest accruing on the unfunded balanc« 
after the effective date of the plan, against 
income in equal annual installments over 
the average remaining working lives of the 
eligible employe force at that date. Normal] 
cost should be absorbed currently. 


COLLATERAL PROBLEMS 

While the fundamental problem inhes 
ent in accounting for pension costs has to 
do with the program of amortizing the in 
itially determined past service liability, 
there are other questions which must be 
resolved. While some of these have been 
touched upon in part in establishing the 
basic objective, it will do no harm to sum 
marize the proposed solution of  thes« 
items as well as a few others. 

First, we have already indicated that a 
change in actuarial assumptions, or a 
change in factors upon which benefits un 
der the plan are based, will change the pri 
viously computed past service liability. In 
such an event, what should be done to th 
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base upon which the amortization is pred- 
icated ? Probably the soundest answer to 
this question may be derived by instructing 
the actuary to adopt the ‘frozen initial lia- 
bility method” in making his computa- 
tions. By so doing all changes are forced 
into current service cost. There is consid- 
erable justification for this treatment, be- 
cause after all cash payments under the 
plan have been made with respect to eli- 
gible employes at the effective date of the 
plan, there will no longer be any reason 
for having a past service cost. 

However, the impact of subsequent 
changes in actuarial assumptions or other 
factors will have an equivalent impact on 
the future costs of the plan, and these will 
always be reflected in current service costs. 

It might also be pointed out that this 
approach will lead, under the usual con- 
ditions of adoption of actuartal premises, 
to the greatest flexibility in funding that 
will permit of full current deduction of 
payments under current income tax re gu- 
lations. 

However, this recommendation does not 
apply to a situation wherein the plan ts 
modified to increase benefits based upon 
past service or to extend coverage. Under 
suc h conditions a new past service cost has 
arisen, applicable to a new group of em 
ployes, and this should be written off over 
the average remaining working lives of the 
applicable group. 

As a corollary, assume that an insurance 
company plan previously valued under a 
unit purchase method, which resulted in 
increasing costs year by year, is changed to 
a deposit administration plan and it ts de 
termined at that time that the normal age 
entry method of actuarial valuation should 


(Continued on page 234) 
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Tax Control of Investments 


Townley Bale 


N TWENTY-FOUR YEARS in the investment 

business, I have had an opportunity to 
observe the affairs of a great many corpo- 
rations from the investors’ and manage- 
ment's points of view and I have had an 
opportunity to observe the effect of the 
whole range of tax rates, during that pe- 
riod, on our economy. I am going to try 
to share with you some of the dominant 
impressions gained from these observa- 
tions and to show you some of the effects 
of EPT and high tax rates on the general 
economy, on political trends, and on the 
fiscal and investment policies of corpora- 
tions; how to raise long-term capital if 
needed; and lastly, some important 
changes that I think should be made in 
the tax structure. 

Now as to the effect of high tax rates, 
including the EPT, on the general econ- 
omy, there are two dominant effects on 
which I wish to comment. 


WAGE RATES AND PRODUCTIVITY 

First, the inflation of wage rates be- 
yond the limits of increased productivity. 
In my opinion, labor has been the great 
beneficiary of the EPT. If you recall, one 
of the principal arguments of the steel 
unions a an increase from the steel com- 
panies was the reminder that, after all, the 
companics would not have to stand much 
of the cost, that most of it would come out 
of reduced tax payments. 


TOWNLEY BALE is a graduate of Oregon State College 
at Corvallis in electrical engineering. He entered the in- 
vestment field in 1928 and has been with Dean Witter & 
Company for the past 20 years. He is now manager of the 
Seattle office and resident partner in the firm. As an 
author, Mr. Bale contributed a monthly article on finance 
to the “Coast Banker.” This paper, presented at a meet- 
ing of the Seattle Control of Controllers Institute of 
America, contributes many pointers to the always-with-us 
subject of the effects of taxation on our American economy. 


This, it seems to me, was an open ad- 
mission on the part of the steel unions 
that their demands on the stecl industry 
were not only a request for wage increases, 
but also an undisguised raid on the public 
treasury. To the extent that wages are in- 
creased beyond the limits of productivity, 
I believe that in the long run labor as well 
as the country as a whole will be harmed 
more than helped. 


DEBT—PUBLIC AND PRIVATE 

The second dominant effect on the econ- 
omy is also presently inflationary. It is the 
encouragement of debt. Debt is encour- 
aged by high tax rates for the reason that 
interest payments are deductible. Going 
into debt is much more attractive when the 
Government pays anywhere from 52% to 
91% of the cost. Money borrowed from 
the banks by either the Government, cor- 
porations or individuals is inflationary. 
Let's do a little thinking about this mat- 
ter of increasing debt. 

First, I think we should differentiate 
clearly between the long-range effects of 
government debt and private debt. The 
principal difference is that government 
debt in the aggregate need never be paid 
off and if they should wish to pay it off, 
the printing press as well as taxation can 
be used for this purpose. Repayment by 
taxation is deflationary and politically un- 
palatable. 


An expanding economy needs an ex- 
panding money supply to meet its finan- 
cial requirements. It is when the money 
supply 1s increased by debt faster than the 
normal needs of the economy that we get 
into trouble. During World War II the 
federal debt increased far faster than the 
needs of the economy dictated. Since the 
end of the war and until the Korean War 
started additional drains on the treasury, 
the federal debt was fairly well stabilized 
but during this period the private debt 
structure of the country has been increas- 
ing at a rate far greater than the normal 
needs of the economy would indicate. 

The best estimates at the present time 
are that the total debt of the country is now 
somewhere around $520 billion, about 
half of it public and half of it private, with 
the private debt structure having shown an 
increase estimated to be about $140 bil- 
lion since the end of World War II and 
with much of the increase having taken 
place during the past three years. 

When, as and if, the private debt struc- 
ture gets too large in relation to the gov- 
ernment debt, the national income, and 
the money supply, we will be in danger 
of another period of liquidation and de- 
pression, such as we have scen at other 
times in our history when the private debt 
structure became unmanageable. Debt is 
the great enemy of economic stability. I 
do not believe that the present structure 
of debt has reached the point of imminent 
danger but the trend is sharply up and, if 
that trend continues, at some time in the 
future we will reach the breaking point. 
To the extent that tax rates encourage debt, 
I think they are dangerous. 


POLITICAL IMPLICATIONS 

High tax rates also have some very in- 
teresting political implications. The re- 
distribution of national income, which has 
been the major objective of the revolu- 
tion that has taken place in this country 
during the past 20 years, has been accom- 
plished by taking away from owners 
through taxation and giving to workers 
and politicians through increased wage 
rates and expanding bureaucracy. Up to 
this point the revolution has been emi- 


we 
; 
< 
q 
is 
A 
At 
214 
6 


nently successful but the revolution has 
within itself automatic checks and _bal- 
ances which will someday bring it to an 
end and unveil another period of relative 
stability. 

The principles of these counter-bal- 
ances are (1) high tax rates and (2) in- 
flation. As wage rates go higher and 
higher, more and more workers get into 
the higher tax brackets. Stories are cur- 
rent today of loggers, fishermen, truck 
drivers and other artisans who are earning 
over $1,000 a month. They are getting up 
into such tax brackets as to make them 
wonder whether it might not be “time for 
a change,” and as the inflation progresses, 
more and more people, including those 
living on government pay, are being 
squeezed. When you look at the total take 
in taxes in relation to our national in- 
come, the extent to which taxes have be- 
come economically and politically impor- 
tant is clearly seen. I would like to give 
you a few figures tabulated as follows: 


Taxes as a percentage 


Period of national income 
War Peak 29.7% 
1948 (last election year) 25.3% 
Estimated 1953 32.7% 


So it seems to me that while high tax 
rates have contributed to the accomplish- 
ment of our revolution, they have also 
reached the point which indicates that the 
revolution is largely behind us. 


POINT OF DIMINISHING RETURNS 
As might be suggested by the forego- 


ing table, there is considerable evidence 
indicating that tax rates, and particularly 
EPT, have passed the point of diminish- 
ing returns. If you will examine the Presi- 
dent's budget message for fiscal 1953, you 
will find that he is predicting a $3 billion 
decline in returns from corporation taxes. 
Since government economists are predict- 
ing a well-sustained level of business until 
the middle of next year, it is now hard to 
see how this decline can be due to any- 
thing except a profit squeeze or avoidance 
of EPT. 

Since a profit squeeze would be due 
largely to the effects of higher wage rates 
and frozen price levels, and higher wage 
rates have been contributed to by the EPT, 
any way you look at it, the estimated de- 
cline in corporate tax collections indicates 
that the point of diminishing returns has 
been reached. 

Further credence is given this view by 
the fact that both Secretary of Commerce 
Sawyer and Secretary of the Treasury Sny- 
der have publicly expressed dissatisfaction 
with the EPT. I would like to call your at- 
tention to an editorial in a recent issue of 
The New York Journal of Commerce, 
where the EPT is called "The Tax With- 
out a Friend,’ and in which Mr. Snyder 
is quoted as having said “I don’t see how 
you can tax efficiency, ingenuity and good 
management.” And so it begins to look 


FEDERAL FISCAL WISDOM 

Honorable Daniel A. Reed, Congressman from New 
York and Chairman of the House Ways and Means Com- 
mittee, propounded recently to a group of trade association 
executives his belief that the way to balance the budget is to 
reduce tax rates. He pointed out that four times during 
Andrew Mellon's administration of the Treasury, a cut in 
tax rates had been followed by an increased total dollar 
revenue. Conversely that increased tax rates had, in a num- 
ber of instances, failed to yield the estimated increase in 
revenues. He explains these phenomena in terms of difficulty 
of enforcement and a belief that under our voluntary as- 
sessment plan, the ‘law of diminishing returns” is an im- 


portant factor. 


He intends to continue pressing for HR-1 with the belief 
that it is the better way to balance our budget—especially if 
supplemented by a better administration of the Bureau of 
Internal Revenue—-than it would be to continue the present 
rates. He could be right, and those who believe so might do 


well to give him some support. 


politically hopeful that “The Tax With- 
out a Friend” will be allowed to die a 
peaceful death come next June 30. 


EFFECT OF HIGH TAX 
RATES ON INDUSTRY 

With the effects of high tax rates on 
industry, most of you are of course well 
acquainted. These effects have been: 


1. Reduction of corporate earnings ; 

2. Distortion of corporate carnings ; 

3. Decline in working capital ; 

4. Varied effects on corporate financial 
policy ; 

5. Special effects of rapid amortization ; 
and 

6. Special exceptions. 


Let's briefly talk about them in that 
order. 


Reduction of Corporate Earnings 

The reduction of corporate carnings, 
both in proportion to total sales and in re- 
lation to invested capital, has been very 
real. Consider these simple figures: 


REDUCTION OF EARNINGS 


a. % of sales Pretax Post-tax 
Prewar 5.4 4:2 
Postwor 9.6 5.35 
1952 8.0 3.5 

b. % of invested capttal 
1947 16.0 
1949 12.0 
1950 15.5 
1952 (estimated) 10.0 


THE CONTROLLER. 


A further decline of 10-159 in corpo- 
rate carnings is probable next year. be. 
clining earnings have serious implications 
for the entire economy for the reason that 
retained earnings are the principal source 
of funds for capital expenditures. In the 
vast, declining capital expenditures have 
cen directly related to a decline in over- 
all business activity. Whether that will be 
as true in the next few years as it has been 
in the past I do not know, because there is 
thought to be a tremendous pent-up de- 
mand for highways and public works of 
all kinds. These might be sufficient to off- 
set a decline in the capital expenditures of 
corporations. However, it is a serious mat- 
ter because the long-range health and eth- 
ciency of our industry depend on con- 
tinued capital expenditures. 


Distortion of Earnings 

Distortion of earnings has come about 
in three ways. First, companies which have 
made substantial additions to plant under 
emergency provisions, and are charging 
those facilities off on a five-year basis, are 
in some Cases reporting earnings equal to 
one half and, in some extreme cases, of 
approximately one third of the earnings 
they would show if normal depreciation 
were being charged. These are companies 
in high EPT brackets. In the case of com- 
panies not in EPT brackets, substantial ac- 
celerated charge-offs may have the Oppo 
site effect of causing a substantial increase 
in reported earnings. This has been the 


215 


| 
i 
3 
f 


case in some utility companies, notably 
here in the Northwest. 

Announcements of corporation nct 
carnings cannot be accepted at their face 
values. The after-tax carnings of com- 
panics have also been distorted by the 
great difference between the tax base of 
various companics, some in the same in 
dustry, as well as those in differing indus- 
tries. Whether a company has a high or a 
low EPT base has become one of the im 
portant determinants of profits, and when, 
as and if, the EPT expires, great changes 
in the re porte d carmings of many COrpora- 
tions will take place. 

Earnings in general have also been dis- 
torted by the Government's requirement 
that depreciation allowances be based on 
original cost instead of replacement val 
ues, Depreciation reserves based on Treas 
ury Department regulations are in most 
cases inadequate and the reported carnings 
of many companics are seriously over- 
stated even though legally correct. 

There are undoubtedly other sources of 
distortion of carnings but these will serve 


to bring to your attention the problems 
faced by security analysts as well as cor- 
poration managements today. 


Decline in Working Capital 

The third and perhaps most serious cf- 
fect of high tax rates on American in- 
dustry lies in the reduction of free cash 
to the point where a working cash short- 
ige has in part been caused by the govern- 
ment policy in the present emergency of 
encouraging private industry to build de- 


‘fense plants rather than building them 


with public money as in World War IL. 
Rapid amortization will, of course, allow 
some companies to replenish their cash 
reserves rather quickly. But this is only a 
minor phase of the problem. 

Another factor in the present working 
cash shortage is the Mills Plan of acccler- 
ated tax payment. In effect, this is a forced 
loan by American business, or to put it 
another way, the call by the Government 
of tax funds which over the years were al 
lowed to become a part of the working cap- 
ital of American business. It is estimated 


HUMANIZING THE TAX PROBLEM 


Philip Morris & Co., Ltd., Inc., 
the cigarette manufacturers, recently 
featured on the front cover of its 
employe magazine, a photograph of 
La Burne C. Metzger, head of the 
company’s tax department. In a well- 
illustrated short article, the company 
brought to its employes a reminder 
of “how much of our pay each week 


goes to help Uncle Sam.” 
The article pointed out that Mr. Metzger and his staff 
assistants work 12 months a year on Philip Morris tax prob- 
lems and emphasized the multiplicity of other tax forms and 


statements. It stressed that “U 


S. corporations like Philip 


Morris supply more than half of the total revenue received 
by the U.S. Government. This does not take into considera- 
tion the millions of dollars in personal withholding taxes 
which companies, at their own expense, must collect for 


Uncle Sam.” 


The article recognized the need for meeting the obliga- 
tions of the United States to the free world “and that most 
of the federal income is now going towards strengthening 


our defense of democracy.” 


A series of photographs showed the impact on the com- 
pany of such various taxes as excise, local real estate, local 


tax on machinery, indirect taxes, transportation taxes, fed- 
eral and state aid. A photograph of a group of children in 
a public school yard provided an opportunity to point out 
that “money received locally from Philip Morris and other 
corporations goes a long way to support the public schools.” 


that the Treasury will collect $9-10 bil- 
lion during the first quarter of 1953 from 
American corporations versus $3 billion 
in 1948. 

In order to more clearly determine 
what was happening to the working cash 
position of American business, our Re- 
search Department recently made a study 
by constructing a composite balance sheet 
from the statements of 29 of the leading 
American corporations included in the 
Dow Jones Averages. (We omitted Amer- 
ican Tel & Tel because it 1s not truly an in- 
dustrial company and is not faced with 
the same aan of working capital that 
industrial and commercial companies are. ) 

Let me quote a few sentences from the 
report. “It is rather startling to sce that 
our sample corporations’ tax liability at 
the end of 1951 was equal to 819% of all 
cash and Governments held at the year- 
end, compared with a corresponding fig- 
ure of only 20 in 1939. In other words, 
the acceleration of tax payments will have 
a material and possibly permanent bearing 
on corporate cash requirements. The prob- 
lems will be aggravated for companies 
which in a poor or slow first half of a 
given year must squeeze out of their re- 
sources, with little delay, the large amount 
of cash necessary to pay the preceding 
good year's tax bill by June 15. The 1951 
tax accruals were 1857¢¢ ahead of those of 
1939 and the amount of these tax accruals 
was equal to 21¢¢ of the preferred and 
common stockholders’ equities in 1939. 

“The current ratio since 1939 has fallen 
from 4.4 to 2.3, Cash equivalent, which in- 
cludes Government bonds held, is down 
in relation to sales and also down in rela- 
tion to current liabilities. A disturbing 
change in the cash position is discovered 
if, both for 1939 and 1951, the amount of 
tax liability is deducted from holdings of 
cash and Governmeat bonds. We then find 
that the remaining net amount of cash 
and equivalent, which is free from what 
might be called a tax lien, ts actually and 
not relatively less than it was in 1939. 
Also it is now only 2.50 of annual sales 
compared with a corresponding percent- 
age of 14.2@ in 1939. 

“While the cash flowing into our indus- 
trial corporations’ treasury via annual de- 
preciation and accelerated depreciation is 
now almost three times what it was pre- 
war, even this increase in the cash flow has 
obviously been inadequate to maintain a 
cash position anywhere near as strong as 
that maintained in 1939. No corporation 
can afford to overlook the leverage or lev- 
crage in reverse inherent in some of these 
percentages. Whatever a period of tran- 
sition may bring next year or the year after, 
working capital and cash resources will 
play an unusually important role. 

“Those far-sighted corporations, which 
are placing themselves in a strong liquid 
position, will not only do the right thing 
by themselves, their employes and the in- 
vesting public, but they will also render a 


| 
i 
| 
4 
d 
“/ 
4 
lA 


State Tax Reports... 


VANIA 


© State taxation once was easy. The property tax, a franchise tax, and 
a few license taxes made up the picture. But now all this is changed. 


¢ New and drastic forms of taxation have been created, rates have sky- 

rocketed, more and still more tax money is demanded. Today, as never before, 
correct, continuing tax information is vital to effective, economical business management. 
And not just at return time, but all through the year. Tax control must be carefully planned, 
plans constantly revised to match the swift pace of present-day tax changes. 


¢ For these basic reasons Tax Men everywhere welcome the special assistance of CCH's 
State Tax Reports. 


¢ Forty-eight states and the District of Columbia are each individually covered by CCH's 
State Tax Reports, each state the subject of its own reporting unit. Swift, accurate, con- 
venient, the informative regular issues of each unit keep your tax facts and information 
constantly up-to-the-minute. Coverage includes new laws, amendments, regulations, rul- 
ings, court and administrative decisions, return and report forms—in short, everything 
important or helpful in the sound and effective handling of corporate or individual state 
taxes and taxation. 
Write for Full Details of Reporting for Your State 
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significant service toward the protection 
and soundness of our private enterprise 
system,” 


Tax Effect on Corporate Fimancial Policy 

The effects of high tax rates on corpora- 
tion fiscal policy have been strange and 
wonderful. Of the encouragement of debt 
we have already made comment. This en- 
couragement to debt has been carried to a 
ridiculous extreme. Most of you are prob- 
ably familiar with the fact that if you are 
in the top EPT brackets, the Government 
will, in effect, pay you for going into debt. 

The president of one of our largest na- 
tional corporations told me his firm had 
decided to borrow somewhere around $100 
million to take care of their expansion pro- 
gram for as much as five years ahead. He 
said that they had found that the interest 
charges would raise their EPT base suf- 
ficiently to reduce their taxes by about 
$150,000 more than the insurance com- 
panies they were borrowing from would 
charge them on the loan. They therefore 
could borrow this money, put it in the bank 
in commercial accounts with no interest 
allowance, and make about $150,000 a 
year on the transaction, If they invested the 
proceeds in Government bonds at 2% they 
would be ahead by approximately another 
$400,000 a year. 

Many other companies have been bor- 
rowing large sums of money——one notable 
example was Union Carbide's loan of $300 
million for 100 years at 344 —and much 
of it was money that might properly have 
been equity money had the tax laws made 
this feasible. The trend of corporate debt 
since 1929 is shown by these figures: 


(In billions) Short-term 


Long-term 


1929 47 42 
1939 43 29 
1952 70 94 


A big part of this increase was in 1951- 
52 partly due to emergency borrowing. I 
do not suggest that the debt has yet reached 
a dangerous level, but the trend is bad par- 
ticularly when compared with the present 
working cash position and I think tax rates 
are largely to blame. 

Not only have American corporations 
been encouraged to finance new capital 
requirements by borrowing instead of sell- 
ing equity securities, but many = 
have found it profitable to refund pre- 
ferred stock issues now outstanding with 
new bond issues. Such transactions were 
prevented by the Voluntary Credit Re- 
striction Program but this restriction has 
now been removed. 

A recent example was the offering of a 
new 5 debenture to the holders of one 
half of the outstanding Pacific Public Serv- 
ice Co.'s $1.30 dividend preferred. An- 
other example is the recent proposal by the 
Pacific Finance Corp. to call its outstand- 


THE CONTROLLER.............. 


ing preferred and replace it with 514% 
debentures. This gives the preferred stock- 
holders a senior security at almost as good 
an interest return as they were receiving 
on the preferred stock and obviously to 
their advantage and at the same time holds 
substantial benefits for the corporation 
through tax savings, because of the inter- 
est deductions. 

In the case of Pacific Public Service, the 
savings will be sufficient to retire all of 
the bonds in their 30-year life thereby giv- 
ing the common stockholders a substan- 
tially greater equity in the business with 
very little additional risk. 

The arithmetic of this substitution of 
debt for equity capital is very simple. In 
order to pay 5% on its equity capital, the 
company in the 72% tax bracket must carn 
about 18% before taxes to have 5% left 
after taxes. When this equity capital is con- 
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For some clarifying comments, 


turn to page 224 of this issue. 


verted into debt, the interest then becomes 
a deduction for tax purposes and in effect 
the company only pays out 1.4 and the 
balance comes out of its reduced tax bill. 
The difference between 159 and 1.4% 
is quite an incentive as you can see. 

This, you might say, is an extreme ex- 
ample, but even in the case of a company 
in the 52% bracket, where all companies 
of any size are, the difference is between 
approximately 10% and 2140, a differ- 
ence of nearly 4 to 1. All of you could well 
afford to examine your own capital struc- 
ture and tax status. In order to qualify for 
a capital replacement program, it is my 
understanding that the Treasury requires 
that the debt after the operation be within 
what are normally considered to be pru- 
dent debt ratios. 

High tax rates also encourage corpora- 
tions to embark on speculative ventures 
that hold forth chances for capital gains 
on the theory that if the venture is success- 
ful the corporation will get to keep 74% 
after a capital gains tax, whereas if the 
venture must be written off as a loss the 
Government will stand a considerable por- 
tion of that loss. Wild-cat drilling for oi 
is one of the most popular tax-stimulated 
speculations and you can undoubtedly 
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think of others. High tax rates also en- 

courage companies to spend money for 

research, business development and other 

purposes that offer chances for long-term 
‘nefits. 


Effect of Rapid Amortization 

A special effect of rapid amortization, 
when combined with high tax rates and a 
low earned surplus position, is the pay- 
ment of tax-exempt dividends. This has 
been particularly notable in the case of 
utilities building large additions to their 
generating capacity as defense measures. 
Southwest Public Service in Texas and 
Pacific Power & Light and Washington 
Water Power in the Northwest are in the 
happy position of being able to tell their 
stockholders that for five years their divi- 
dends will be anywhere from 500¢-75% 
exempt from personal income taxes. This 
accounts in part for the premium prices 
at which the stock of some companies in 
this position is now selling on the market. 


Special Exceptions 

Special exceptions to high corporate tax 
rates are reo in some companies whose 
operations are subject to capital gains taxes 
rather than normal corporation and EPT 
tax rates. I am thinking of the wood prod- 
ucts industry, with which all of you are 
familiar, where profits on timber-cutting 
can be taxed at capital gains rates. 


INVESTMENT EFFECTS 

So much for the varied effects of high 
tax rates on corporation fiscal policy. Just 
as interesting has been the effect on the in- 
vestment policies of corporations and fi- 
nancial institutions. High tax rates have 
tended to channel specific types of securi- 
ties to specific types of institutions. Securi- 
ties have been separated into two distinct 
classifications: (1) taxable and (2) non- 
taxable. Because of a provision of the law 
which states that in the case of stocks 
held by corporations, only 15% of the 
dividends are taxable, stocks are partially 
tax-exempt to corporations owning them 
but fully taxable to individuals owning 
them. 

In general, corporations and institutions 
that are subject to taxation can benefit 
through the ownership of tax-exempt se- 
curities such as municipal bonds and pre- 
ferred and common stocks, whereas mutual 
savings banks, mutual insurance compa- 
nies, pension funds and eleemosynary in- 
stitutions can take advantage of the higher 
yields obtainable on taxable securities. 

There is one exception and limitation 
on the use of tax-exempt bonds by taxable 
corporations. When such a corporation 
gets into EPT brackets, additional funds 
invested in tax-exempt securities must be 
applied to reducing the EPT base. There- 
fore, a corporation in that position may 
lose more in EPT than it gains through tax 
exemption of income on the tax-exempt 
securities, (Continued on page 242) 
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E. W. Kelley 


The management of every business must 

decide what products to sell. It must de- 
cide where and to whom to sell them and 
how to price them. It also must determine 
what methods to use in selling and the 
manner of distributing such products. In 
addition, management must appraise the 
actual results of all marketing efforts 
against what the results should have been. 
To make such decisions, management 
needs to have cost and income data. Lack- 
img accurate and com plete accounting in- 
formation may cause management to hesi- 
tate to act or to act blindly. 

The field of accounting has been de- 
veloped quite extensively for manufactur- 
ing cost purposes. However, in most in- 
stances accountants have not given the 
manager of marketing the same tools with 
which to fulfill his responsibilities. Ac- 
counting helped production management 
accomplish its many goals. Why should 
not the same accounting service be given 
to marketing management? We have not 
realized that over half of the product dol- 
lar is spent after the product leaves its 
place of manufacture. We have overlooked 
the fact that one of the greatest sources of 
waste in our economy 1s in our distribu- 
tion processes. | wish to discuss with you 
the contribution of cost accounting to the 
goal of more efficient and effective mar- 
keting. THE AUTHOR 


N ORDER that our thinking will be on 
common ground, let us spell out the 
problems involved in marketing costs. We 
have the same problems in marketing costs 
as in manufacturing except that of inven- 
tory evaluation. However, we have not ap- 
slied the same accounting methods to mar- 
ane which have proved successful for 
manufacturing operations. If we followed 
the same pattern that is used in manufac- 
turing, a manager of marketing would first 
make his plan; secondly, set the standards 
based on this plan; thirdly, measure the 
actual performance and match it against 
the standard; and lastly, check the plan to 
see that it has been a good one. 
The problems of marketing costs can be 
broken down into two groups. The first 
group of problems arises in the measuring 


Marketing Needs Cost Control 


of etticiency of operations. The second 
group consists of those involved in com- 
paring the present method of marketing 
with other possible methods. The first 
group has been named “cost control’’ and 
the second group “cost analysis.” 


COST CONTROL 


Let us further define what we mean by 
cost control. Cost control of marketing 
operations is the measurement of an ac- 
tivity against a goal or a standard. Man- 
agement has already determined the mar- 
keting method. Cost control measures per- 
formance in the execution of the pre- 
scribed method and indicates appropriate 
action to correct unfavorable deviations. 

Cost control is more difficult in the field 
of marketing than in manufacturing be- 
cause of the lack of repetitiveness and the 
lack of consistency in distribution opera- 
tions. Many phases of marketing do not 
lend themselves to the assembly-line tech- 
nique of manufacture. As a result, busi- 
nessmen have not been able to find as re- 
liable standards for distribution as exist 
in their manufacturing operations. The 
nature of marketing also makes for very 
little comparability between companies. 
That is, there seldom is any one best way 
as applied to all companies, even in a 
single industry. This is true, because we 
are usually unable to stabilize the various 


E. W. KELLEY is controller of Macy’s Kansas City and a 
member of the Board of Directors. Formerly assistant con- 
troller of Standard Brands, Inc., New York, he was in 
charge of their sales accounting and credit department, 
precedure and account planning department and the cost 
staff. A CPA, he is a member of Controllers Institute, Ameri- 
can Institute of Accountants and the National Associa- 
tion of Cost Accountants. In the past, he taught courses 
in manufacturing costs and marketing costs at Columbia 
University Graduate School of Business Administration. 


factors affecting a marketing method in 
the way that we do in manufacturing. 


The most useful measures of accom- 
lishment have been those which have 
cen developed within a particular com- 
pany. In other words, the most reliable 
standards are those which a business has 
developed by study within its own organ- 
ization. Much progress remains to be made 
in the continued observation and collec- 
tion of factual information within indi- 
vidual companies. This will contribute to 
the establishment of more realistic stand- 
ards for our marketing performances. 

Production personnel have gone a long 

way toward standardizing operations and 
processes without relating them to a pur- 
ose. Companies manufacturing automo- 
viles and companies manufacturing  trac- 
tors can still be guided by the same stand- 
ards of performance in their castings, sheet 
metal, etc. We put like things and like 
processes together which can be made sta- 
tistically accurate. Then we assign people 
to control these things. First, we deal with 
the control of the processes; then we deal 
with people. 

This principle is difficult to apply to 
marketing. You can develop the perfect 
sales technique, yet without results tt is no 
good—-a small advertisement may pull bet- 
ter than a large one; a short sales call time 
is worthless unless results are reflected in 
sales; a method of transportation is not 
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good without giving the customer proper 
service. Thus, one salesman, one market, 
one means of transportation, one product 
is never so like another that controls by 
processes can be accepted by themselves. 

At this point you are probably asking 
“What ts the needed megredient to estab- 
lish a method of cost control?” In distri- 
bution, our control centers must be pointed 
around the responsibility of people. What 
actually happens 1s that certain costs, 
which are related to specific operations, 
are grouped and assigned to an individual 
who is charged with the responsibility of 
controlling them. They are controlled as 
a group or as a complete operation. 

As in manufacturing, there are several 
methods of cost control that can be ap- 
plied to distribution costs. The incorpora 
tion of cost standards in the accounts for 
marketing is usually not advisable because 
of the frequently changing factors in the 
distribution processes. Neither do we have 
the need to show standards in the accounts 
for inventory valuation. Rather, it seems 
more advisable to record the actual costs 
in the accounts and compare these with 
budgets statistical standards. This 
method of cost control enables the weigh 


ing of marketing Operations On a current 
basis without the formal recording of 
standards into the accounts. 


COST ANALYSIS 

We have examined the first arca of mar- 
keting costs, that called cost control. Now 
we should review the second group of 
problems, the areca of cost analysis. The 
problems of marketing cost control are en- 
countered only when a company markets 
its own products. On the other hand, the 
problems of marketing cost analysis or 
special study are present even though out- 
side marketing agencies are used. We are 
interested in market cost analysis whether 
or not we have an integrated marketing 
system. 

Analysis of marketing operations is the 
study of the present method of distribu- 
tion in comparison with all other possible 
methods. Such analyses are used to deter- 
mine the most effective pattern of market- 
ing policy for management to follow. 

In the field of marketing cost analysis, 
we study and review our distribution seg- 
ments to expose the whereabouts of 
strength and weakness. We are interested 
in the potentials of other marketing meth- 


ROWLAND R. HUGHES NAMED TO FEDERAL BUDGET POST 


ROWLAND R. HUGHES was ap- 
pointed Assistant Director of the Fed- 
eral Budget on April 20 by President 
Eisenhower and the announcement 
stated that “if pending legislation is 
adopted to create the job of Deputy 
Budget Director, Mr. Hughes will get 
that post.” 

Mr. Hughes was serving as vice pres- 
ident of The National City Bank of 
New York at the time of his appoint- 


ment. A member of Controllers Institute 

since 1943, he held the post of chairman of the Institute’s Com- 
mittee on Federal Taxation during the current year. 

A native of New Jersey and a graduate of Brown University, 


Mr. Hughes joined The National City Bank of New York im- 
mediately after leaving college and had been continuously with 
the Bank since 1916. He served in various foreign branches of 
the Bank in London, Shanghai, Bombay and Japan; subse- 
quently becoming Inspector of the European Branches, resident 
there. Mr. Hughes was appointed assistant comptroller, 1929; 
comptroller, 1934; and vice president, December 1951. 

He has been active in tax work for many years, both in this 
country and abroad, being a member of the Federal Tax Policy 
Committee (A Tax Program for a Solvent America,” 1945, 
Supplement, 1947, and the 1951 series of reports on ‘Financing 
Defense”). Currently he was also chairman of the American 
Bankers Association's Special Committee on Excess Profits Tax 
and a member of the tax committees of the National Foreign 
Trade Council and the Council of State Chambers of Commerce. 

Mr. Hughes’ work on taxes has led him into studies cf govern- 
ment spending policies which resulted in today’s heavy taxes 
and he has acted as technical advisor to various groups who 
have made studies of government spending, including those 
assisting the Appropriations Committee of the Congress. 
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ods, even though we do not sell our prod- 
ucts to the ultimate user. We need to re- 
frame marketing operations from many 
points of view. Surveys have shown that 
many companics do not look beyond their 
own net sales in the analysis of marketing 
costs. This is obviously a mistake and a 
short-sighted point of view. 

How do we go about comparing ditfer- 
ent methods of distribution? First, we 
must find out what are the difficulties we 
face. We then discover or attempt to de- 
fine what would happen under other possi- 
ble and feasible methods. Thirdly, we 
choose or decide the best method from the 
point of view of cost and service. The best 
method does not always mean how little 
the cost, but also means how much the serv- 
ice or how effective the job. Lastly, we fol- 
low through and measure actual accom- 
plishments of our method against the es- 
timated accomplishments. This analysis 
may look toward choice of methods of dis- 
tribution, choice of markets, choice of cus- 
tomers, choice of products, etc. It pro- 
vides the eyes for management to deter- 
mine its marketing policy. 


ACCOUNTING PLAN TEAM 

The marketing executive and the con- 
troller have teamed together in many com- 
panies to solve both the problems of cost 
control and cost analysis. In these instances 
a complete accounting plan to record the 
marketing transactions has been set up. The 
accounting plan employed is developed 
with consideration of the type of cost state- 
ment and analysis which marketing man- 
agement needs. The accountant furnishes 
the information but the marketing execu- 
tive must make the decisions. A good ac- 
counting plan will not only show what has 
happened but will provide the basis on 
which to build comparisons of possible al- 
ternatives. 

What are the prerequisites of an ac- 
counting plan for marketing which will 
provide information for cost control and 
analysis? In the first place, we must have 
a system of responsibility accounting for 
our marketing operations. Secondly, we 
must provide for the various functions of 
cach responsibility. Thirdly, we must de- 
cide the size of the operating unit for 
which we will account. Fourth, we must 
provide the necessary natural accounts to 
correctly catalogue the costs for each func- 
tion. 

In establishing a system of responsibil- 
ity accounting for marketing operations, 
we must examine in detail the operations 
to be accounted for. We must examine 
both the flow of products and of transac- 
tions. From this, we determine the various 
functions for cach of the responsibilities 
in our distribution system. The term “‘func- 
tion” in marketing may be compared with 

‘cost center’ as used in manufacturing. 
In establishing the functions, we must also 
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decide the size of our operating unit. It 
is one thing to consider warehousing as a 
function; it is another to determine the 
size of the operation which we desire to 
measure as a regular accounting procedure. 
The natural accounts needed in each of our 
functions will depend on the variety and 
volume of transactions which are encoun- 
tered. 

The accounting plan which I have 
briefly described will provide a complete 
and comprehensive recording of actual 
costs. The next step is to measure the ac- 
tual costs against goals or standards. The 
final step is to compare such actual costs 
against the estimated costs of other mar- 
keting alternatives. One writer has de 
scribed these two steps as two skills. He 
calls the first skill “the science of measur- 
ing the success with which people conduct 
their marketing responsibilities.” The sec- 
ond skill he describes as “the art of test 
ing the effectiveness of the present way of 
doing things and of discovering better 
ways of doing them.” 


TECHNIQUES IN PRACTICE 
We have looked at the theories involved 
in solving the cost problems of marketing. 


TRANSPORTATION COST BY PRODUCT 


Let us now examine some of the successful 
techniques used in practice. 

One large manufacturing company 
which distributes its own products has 
classified its marketing activitics into six 
major functions. These are: finished-goods 
transportation, advertising, direct or field 
selling, warehousing, sales accounting and 
credit, and sales administration. Each of 
these major functions has been provided 
with the necessary accounts to record its 
costs. Accomplishment of cach function 
is Measured against statistical standards or 
budgets. 

One of the major items of marketing ex 
pense finished-goods transportation 
from manufacturing to sales locations and 
customers. One company accounts for this 
cost in four major categories. 


1. Plant to warchouse transportation 
2. Plant to customer transportation. 

3. Intrasales transportation. 

i. Warchouse to customer transporta 


tion. 


Exhibit 1 shows the actual transporta 
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tion cost by products for each of these cate- 
xories or types of movement. These actual 
costs are compared with statistical stand- 
ards. Large deviations from these stand- 
ards are investigated. This report enables 
marketing Management to get a bird's-eye 
view of what is going on transportation- 
wise without analyzing hundreds of freight 
bills. Let us explore the uses to which it 
is put. The following comments concern 
a few of the highlighted points on the ex 
ample, 


1. Shipments of only 3,410 pounds of 
Malt from the plant with sales of 
51,802 pounds indicate overstocking 
the previous month. Also, the rate of 
$1.90 cwt. from plant to warehouse 
is too high when compared with the 
statistical standard. Why were not 
these shipments combined with other 
products or with the plant-to-cus 
tomer shipments to reduce the rate ? 

2. Shipments of Frozen Coffee Extract, 
Institutional Gelatin, and Institu- 
tional Pudding all cost more than 
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the standard for plant to warehouse. 
This indicates wrong routing or lack 
of combination shipping. 

3. The report shows 823,337 pounds of 
Shortening shipped from plant to 
warchouse and 713,112 pounds from 
warchouse to customer. With this 
volume, why were not more ship- 
ments made direct from plant to cus- 
tomer ? 

4. The high hundredweight cost for 
warchouse-to-customer shipments 
compares unfavorably with the stand- 
ard rate. With the large volume, 
lower costs are expected. With 
proper use of route layouts, contract 
carriers, etc., the average warehouse- 
to-customer cost would be $.60 and 
$.58 hundredweight, respectively. 


Exhibit 11 compares the space and han- 
dling costs for four company-operated lo- 
cations. It is for the use of the operating 
or sales service responsibility. Space costs 
must be controlled at the time premises 
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EXHIBIT II 


COMPANY OPERATED WAREHOUSE COST COMPARISON 


Monthly Average, Third Quarter, 19— 


commitments are made. They then become 
fixed for the period of the commitment. 
Comparisons of cost per square foot are 
made at the time of acquisition with stand- 
ards, and with the actual for other loca- 
tions. However, an operating manager can 
be held responsible currently for space 
utilization. This is the reason for the com- 
parison of space costs on the basis of hun- 
dredweight of goods received. The rela- 
tive space cost per hundredweight indi- 
cates space utilization, The cost per square 
foot of floor area for Location D is com- 
parable with Location C, Since it is impor- 
tant only at the time the premises are 
acquired, the cost per square foot of floor 
area is not shown on this report. The hun- 
dredweight cost for space of $.07 for Lo- 
cation D illustrates good space utilization. 

The handling costs shown in the sec- 
ond section of this report can be measured 
against standards which have been set by 
operating management. The type of han- 
dling equipment used in each instance 
must be considered in establishing the 
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standard. Note that Warehouse C has a 
lower hundredweight handling cost than 
any of the others. In fact, it is lower than 
the warchouses with greater volume. In 
spite of this fact, it shows up unfavorably 
when compared with a statistical standard 
of $.112 for a warehouse of this size with 
this type of handling equipment. The total 
warchouse costs for Location B indicate 
poor space utilization and high-cost han- 
dling. In spite of this, the location is op- 
erating at a cost less than public warehous- 
ing. On the other hand, public warehouse 
costs for Location A would be less than 
the costs of the company-operated ware- 
house. All of these items receive the scru- 
tiny of operating sales management and 
are followed for corrective action. 


Exhibit U1 shows the effect of uncoor- 
dinated order-taking. Transportation sta- 
tistical standards for cost control take 
into consideration the planned pattern of 
transportation. However, this would not 
disclose any potential savings which Sail- 
ing Date or coordinated order-taking 
might make possible. A special study or 

(Continued on page 246) 
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You've heard only half the story when users 
say, “Our DITTO” One-Writing Order- 
Billing System costs us nothing.” 

True, this system gets more done with less 
salaried time. True, it speeds and smooths 
routines. But more than that it hurries col- 
lections, it cuts out fluster and error, it pleases 
customers, it gets everything done right the 
first time— makes life better for everybody. 


Fits Your Present Routines 


The diagram at left outlines the principle of 
the system. But, as many thousands of users 
know, the DITTO idea of mechanizing a 
basically mechanical routine adapts readily 
to any company’s present methods. Too, 
this system interlocks with other DITTO 
One-Writing Systems for the more efficient 
handling of such routines as Payroll, Pur- 
chasing, Production and the like. 


MAIL THE COUPON. You'll find the DITTO 
Idea Folder mighty interesting. Or, ask to 
have a DITTO Systems Engineer show you 
the way out of high costs and business pres- 
sure. Just check the coupon. 


GET THIS 


IDEA FOLDER! 
MAIL COUPON WOW! 


DITTO, Incorporated, 642 So. Oakley Blvd., Chicago 12, ill. 
Gentlemen: At no cost or obligation to me please send me your 
Idea Folder on DITTO One-Writing Order-Billing. 

Also send me data on systems for 


Payroll { | Purchasing | | Production | | 

Address 


| 
mmr 
Fn tire Shipping, Production and : 
Order-picking Copies . . 
e Delivery Copies, 
0 rd er- Bills of Lading 
| | | 
Without 
FREEY 
e More Shipments. 
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Controller vs. Comptroller 

Is this the time to return to the apparently never-settled 
discussion of the spelling of “comptroller” versus “‘con- 
troller’? 

We are moved to ask this by a letter in a recent issue of 
the Journal of Accountancy from Harvey Sherer, business 
manager of Oregon State College, Corvallis, Oregon. We 
quote, in part, from Mr. Sherer’s letter: 


“Despite the learned editors, despite the scholarly pedants, 
comptroller retains a foothold. For my part, there are definite 
ad vantages to ts use: everyone knows what a comptroller is! He 
is the chief accounting executive of the firm. He may or may 
not have financtal control over it, but he 1 always closely asso- 
ciated with accounting, budgeting, and control of expenditures, 

“Now the word controller 75 not always so definite. For exam- 
ple, the headline in a newspaper says: ‘Woods Appointed Price 
Controller.’ Use of the word 1 indiscriminate, while comptrol- 
ler 4s never used except to describe one certaim position, 

like it, Further, 1 like to pronounce it coM-troller, 


Continues Mr. Sherer: 


“If comptroller is bad English and worse French (according 
to Webster, comptroller was ortginally an erroneous spelling of 
controller after the French compte, meaning account), itis still 
more a happy cometdence than the tragedy implied. It certainly 
conveys meaning to all who read it (regardless of how it is pro- 
nounced). You know and | know what 1s meant. It is high time 
the dictionaries caught up with the people! Comptroller is a good 
word used from coast to coast and border to horder—so why 
not recognize it and use Ut?” 


“There’s no reason for it, | tell you . 
it’s just our policy!” 
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Just ten years ago last month, we published in THE Con- 
TROLLER a memorandum comprising eleven definitions 
from authoritative publications. In addition, it was pointed 
out in that issue that Controllers Institute of America 
adopted that spelling because it was less cumbersome than 
“comptroller” and apparently more in keeping with the 
times. 

Adoption of ‘controller’ by the Institute has resulted in 
quite general use of that spelling, although “comptroller” 
has been pretty deeply imbedded in the by-laws of quite a 
number of prominent companies. 

One observer has pointed out that the misspelling “comp- 
troller’ is undoubtedly due to the fear that a correction of 
the spelling in existing titles would involve legal complica- 
tions through a change in the meaning, which it does not, 
for the meaning is the same. This fear does not apply, how- 
ever, when a new office of controller is created. And now to 
the eleven definitions: 


1. Webster's Unabridged 

Comptroller—originally an erroneous spelling of controller, 
after F. compte account. 

A controller; a public officer whose duty it is to supervise ac- 
counts and determine the propricty of expenditures. The term 
comptroller was once nearly synonymous with auditor; but the 
comptroller today has discretionary and executive duties which 
the auditor has not. 


2. Webster's Secondary School Dictionary 
Comptroller—erroneous for controller. 


3. Oxford Dictionary (Murray's Unabridged) 

Comptroller—an erroncous spelling of controller introduced 
about 1500 and formerly frequent in all senses; still retained in 
certain official designations, while in others it has been changed 
to the ordinary spelling. 


4. Concise Oxford Dictionary 
Comptroller—Misspelling of controller in some titles. 


5. Johnson's Dictionary of the English Language. First Edition 
1755 
To comptroll--This word is written by some authors, who 
did not attend to the etymology, for controll; and some of its 
derivatives are written in the same manner. 


6. Fowler's Modern English Usage 
Comptroller is not merely archaic, but erroneous, being due 
to false association with count (F. compter. L. computare). 


7. Standard Dictionary Unabridged 

Comptroller——A common official spelling originating in a 
false derivation from compt. See controller. 

Controller—-An officer chosen by a state, city, corporation of 
the like, to examine and verify its accounts by comparison with 
a counter-roll or register of accounts. Written also comptroller. 


8. Century Dictionary (Revised and Enlarged Edition) 

Comptroller--Sec Controller. 

Controller--Often written in the second sense, comptroller, 
in accordance with a false etymology from compt, an old spell- 
ing of count. The keeper of a counter-roll or check list. 

Specifically 2, an othcer who has certain duties to perform in 
examining the accounts and managing the financial affairs of a 
public or private corporation, or of a city, state or government. 

“Two controllers are employed by the government of the 
United States—the Controller of the Treasury and the Con- 
troller of the Currency, the latter administers the laws relating 
to the national banks. There is also an assistant Controller of 
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the Treasury. Some states and cities also have othcers styled con- 
trollers, with similar duties. In this sense often spelled comp- 
troller, a false form.” 

9. The American Universities New Unabridged Dictionary 

Comptroller-—Sce controller. 

Controller—-3. An othcer having specified duties in connec- 
tion with the management of fin incial affairs of any corporation, 
as a trust Company or a city or state government. Three con- 
trollers are authorized by the national government, and a num- 
ber of the states and larger citics have a similar officer; in this 
sense wrongly spelled comptroller. 

10. Weekloys Etymological Dictionary of Modern English 

Comptroller—In some official titles for controller. Bad spell- 
ing due to mistaken association with F. compte, account. 


Dictionary of Occupational Titles. Part 1. Definition of 
Titles, Published by United States Department of Labor. 
United States Employment Service. June 1939 

Comptroller—see Controller. 

Controller—supervises the financial affairs of an industrial 
concern, educational establishment, charitable institution, or of 
a city, state or national government; authorizes and controls the 
disbursement of all monies by Treaswrer; directs the keeping of 
accounts and records; analyzes the accounts and records and pre- 
pares statements for directors or legislative body concerning the 
financial condition of organizations, the expenditures for salaries, 
overhead, and indebtedness, and the costs of production or op- 
eration; develops and recommends specific policies regarding the 
financial problems of the organization. 


“Paper” P&L 


How much of the nation’s estimated $300 million annual 
charge for maintenance of obsolete records was absorbed last 
year by your firm? According to Emmet J. Leahy, president 
of the National Records Management Council, who directed 
the Hoover Commission's Task Force on Records Manage- 
ment, at least 95 per cent of all corporate paperwork that ts 
filed is never referred to. 

At present, Leahy stated, the nation’s business files, a mix- 
ture of both vital and irrelevant records, are jammed with 
one trillion pieces of paper, of which more than 400 billion 
pieces should be burned or sold as junk. 

Leahy predicted that the essential records of U.S. business 
will be snowed under an avalanche of meaningless paper un- 
less remedial action is taken. His solution to the problem: 


“Birth Control” on paperwork, to cut down the crea- 
tion of unnecessary records, 

Destruction, or sale as waste paper, of 40 per cent of 
the records now on file. 

. Division of the remaining 60 per cent between on-the- 
premise current files and new type archives centers, where 
documents ave stored but made readily accessible. 


The Hoover Commission, Leahy declared, discovered our 
government's paper hoard filled 18.5 million cubic feet of 
files. By last year, federal agencies were destroying 2.5 mil- 
lion cubic feet of records annually; had reclaimed for active 
use 57 thousand file cabinets, 78 thousand transfer cases, 
and 1.4 million square feet of office and storage space; had 
moved 1.3 million cubic feet of paper to a Federal Records 
Center, and were saving nearly $5.5 million annually in pa- 
per work expense. PauL Haast 
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“MEET ME IN ST. LOUIS” 
PROGRAM 


SUNDAY—MAY 17 
COCKTAIL PARTY, followed by Buffet Supper. 


MONDAY—MAY 18 
9:30 A.M. TECHNICAL SESSION. Chairman: Henry F. Cha 


deayne, comptroller, General American Life In 


surance Company. Speaker: Christian B. Peper, 


St. Louis attorney—"The Lawyer and Controller 
Consider Corporate Morality.” Speaker B. F 
Jackson, CPA, partner, Price, Waterhouse & Com 
pany, St. Lovis—‘‘The Public Accountant Looks 
at the Controller.’ Speaker: Ralph A. Kinsella, 
M.D., St. Louis—‘‘After All, It’s Your Heart.’ 


12:15 P.M. LUNCHEON. Toastmaster: John C. Naylor, ex 
ecutive vice president and secretary treasurer, 
Pet Milk Company, St. Louis, and a past presi 
dent of Controllers Institute of America, Invo 
cation: Sidney E. Sweet, Dean of Christ Church 
Cathedral, St. Louis. Speaker: Cylvia A. Sorkin 
Ph.D., St. Lovis—’‘We Make Our Own Breaks.’ 


30 P.M. TECHNICAL SESSION. 
Speaker: Roger F. Murray, vice president Bank 
ers Trust Company, New York—“A Look Ahead at 
the Capital Markets.’ Speaker George Cline 


Smith, manager, Finance Department, Chamber 
f Commerce of the United States What's Ahead 
fo Business?’ Speaker William R. Schneider 
ittorney, publisher and author, St. Louis, Mo 
“Fundamentals of National Ills and Remedies 
7:00 P.M. BANQUET. Toastmaster: Edmund L. Grime: pre 
ident of Controllers Institute of America and 


executive vice president, Commercial Credit Ce 

Baltimore, Md. Invocation The Very Reverend 
Paul C Reinert, SJ., president of St Louis 
University. Speaker: Brigadier General Frank f 
Howley vice chancellor New York University 


TUESDAY—MAY 19 
9:30 A.M hcaigiecey SESSION. Chairman: Daniel M. Shee 


in, vice president-comptroller, Monsanto Chem 
Mies Company, St. Louis. Speakers: Earl J Wipfler 
Financial Planning.” Walter ¢ Thilking and 
Earl J Wipfler “Accounting Control.” Edwin J 
Cunningham—“Accounting Research.” All speaker: 
from the Monsanto Chemical Company, St. Louis 


12:15 P.M. LUNCHEON. Toastmaster: Frank J. Carr, Control 
ler, Mallinckrodt Chemical Works, St Louis 
and first president of Controllers Institute of 

Ame 1, Invocation: Ferdinand M. Isserman, Rabb 

mople Israel, St Louis Speaker ( Hoar 

iltor Moses president and chairman Arkansa 

& Light Company, Little Rock, Arkansas 

The Shape of Thir js to Come.” (Adjournment 


SPONSORED BY THE ST. LOUIS CONTROL OF 


CONTROLLERS INSTITUTE OF AMERICA 
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A Second Look At 


Business Forecasting 


Changing conditions, and more uncer: 
tainties than have confronted them in 
many years, have led noted business and 
government economists and economic fe- 
search services to issue some divergent 
and very carefully hedged predictions 
about business activity during the next 12 
to 18 months. In addition, softening mar 
kets for some lines, price and wage de- 
controls, and recent developments in Ko 
rea, have Jed many businessmen to reap- 
praise future operating plans in the light 
of present changes and future uncertain 
tics. Thus, there is renewed interest in 
business forecasting methods and practices. 

Many companics, hitherto operated 
largely by “‘the feel of things,’”’ are show- 
ing increasing interest in possible advan 
tages to be derived from systematic fore- 
casting. Consequently, more businessmen 
are currently asking themselves questions 
like these: 

“What can forecasting do for my com 
pany?” 

"Can accurate forecasting be done for 
my operation?” 


“How valid are internal forecasts and 
when should they be cross checked with 
general business and industry forecasts?” 

Inquiries received from members or 
their companies and talks on the subject 
given at Control meetings of Controllers 
Institute in recent months indicate increas- 
ing interest among members in the prob- 
lems of business forecasting. As a result, 
Controllership Foundation decided to 
make a fourth printing of its research re- 
port, BUSINESS FORECASTING. Copies are 
again in stock at the Foundation office. 


PROGRAM MATERIAL 

Typical of previously mentioned talks 
on forecasting given at Control and tech- 
nical committee meetings are those made 
at meetings of the Budgetary Control Com- 
mittee, New York City Control: 


“Industry Forecasts Can Be Accurate”’ 
by S. Jay Levy. 
“Short- and Long-Term Prospects That 


Should Form a Basis for 1953 Opera- 
tions” by Hal Kroeger. 


Industrial 


Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 


Ford, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
CHICAGO - 


Engineering 


LOS ANGELES 


After-Peace Forecast of 
a War Industry That Proved To Be Ac- 
curate’ by Philip Donham. 


“Case History 


“Long-Range Forecasting for Public 
Utilities’ by V. H. Moon. 


BASIC PRINCIPLES OF FORECASTING 
BusINess FORECASTING, initially pub- 
lished in 1950, deals with the problems, 
methods and advantages of business fore- 
casting in various-sized companies. The 
Foundation attributes the continuing de- 
mand for BUSINESS FORECASTING to the 
report's case history demonstration of basic 
principles of forecasting methods used in 
38 companics, and its objective, critical ap 
praisal of business forecasting problems. 
The study emphasizes that basic prin- 
ciples of forecasting apply in development 
of any long-range operating plans, but 
forecasting must also be adapted, to some 
extent, to fit the needs of various indus- 
tries, and the differing characteristics of 
individual companies. There can be no in- 
telligent planning of operations without 
the preliminary step of forecasting of 
some sort. Good forecasting is essential to 
successful budgetary control of operations 
and helps reduce or eliminate many risks 
inherent in business. 


FORECASTING METHODS 
The Foundation report points out that 
business forecasting ranges from predict- 
ing general business conditions, total mar- 
ket potentials, sales and production vol- 
umes of specific industries to company 
sales, expenses and profits, production vol- 
ume, sales quotas and selling expenses for 
sales territories. Economic forecasting, 
commercial and market research also are 
clements of the forecasting process. Case 
studics of 38 companies surveyed are pre- 
sented in BUSINESS FORECASTING to illus- 
trate the various forecasting methods un- 
dertaken by these firms to mect their own 
special forecasting needs and problems. 
Especially timely is a section on meth- 
ods of forecasting general business con- 
ditions——a frank and practical appraisal 
of the tools needed by the forecaster and 
the hazardous nature of forecasting. Other 
topics covered are: Is organized business 
forecasting needed in yourcompany? . . 
organization of external forecasting . . . 
preferred research methods . use made 
of general business forecasts . . . the 
sales forecast . . . general methods used 
in sales forecasts . . . four factors affect- 
ing total business . . . forecasting based 
on gross national product . . . on pro- 
jection of past experience . . . on the 
F.R.B. index of industrial production. 


THE CONTROLLER * MAY, 1953 


i 
yy | 
| 
: | 
226 
/ / 
/ / / / 


C. C. HERRMANN, of Southwestern Gas & Electric Company, Shreveport, La., 
vice president of the Dallas Control, presides at the opening technical session. 
To the left is GEORGE DUWE, past president of the Houston Control and con- 
troller, Cameron Iron Works, Inc., and to the right is DANIEL M. SHEEHAN, vice 
president, Monsanto Chemical Company, St. Louis. Mr. Duwe spoke on ‘Prob- 


THE HEAD TABLE at the opening luncheon featured national officials and rep- 
resentatives of local Controls, including (left to right): RALPH O. LINVILLE, 
Kansas City Power & Light Co., national director of Controllers Institute from 
Region Vil; REUBEN F. GRAY, Shell Oil Co., Inc., vice president of the New 
Orleans Control; CLAIBORNE H. JOHNSON, Fleming & Sons, Inc., vice presi- 
dent of the Dallas Control; WARREN P. METZ, International Shoe Company, 
vice president of the St. Louis Control; National President EDMUND L. 
GRIMES, Commercial Credit Company, Baltimore, Md.; LLOYD V. TRACHT, 


WALTER M. CASEY points to a map of the Mediterranean area in his dis- 
cussion of world trends and their significance to the United States. Mr. Casey, 
author, lecturer and industrialist of Beaumont, Texas, addressed the Confer- 
ence banquet on “What Is America’s Objective?’ 


THE CONTROLLER CAMERA COVERS A CONFERENCE 
CONTROLLERS INSTITUTE OF AMERICA - HOUSTON, TEXAS « MARCH 27-28 


GERARD EGER, secretary, International Harvester Co., Chicago, discusses 
“Corporate Foundations for Charitable Purposes.’ At the right is ELLIOTT A. 
JOHNSON, treasurer and general counsel, Schlumberger Well Surveying 
Corporation, Houston, who spoke on ‘’Profit-Sharing and Pension Plans.” 


lems in the Controllership Functions’ and Mr. Sheehan’s subject was “Problems 
in the Treasury Functions.” 


LAURENCE LUEY (above), assistant treasurer, Southern Natural Gas Company, 
Birmingham, Alabama, raises a question at one of the technica! sessions of 
the Conference. Mr. Luey is vice president of Region V of the Institute. 


United Gas Corporation, Shreveport, La., a past president of the Houston 
Control; KARL W. COOKE, Southland Paper Mills, Inc., Lufkin, Texas, president 
of the Houston Control; Board Chairman CHARLES Z. MEYER, First National 
Bank of Chicago; ALLYN R. BELL, JR., Deep Rock Oil Corp., president of the 
Tulsa Control; C. S. ALEXANDER, T. R. Miller Mill Co., Inc., Brewton, Alabama, 
president of the Birmingham Control; H. H. SCAFF, Ebasco Services, Inc., presi- 
dent of the New York City Control; and CHARLES A. HARRELSON, Plough, 
Inc., past president, Memphis Control, and Controllership Foundation trustee. 
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Depreciation on Replacement Cost 


J. L. Davis 


pw TERM, depreciation, is usually de- 
fined by naming its causes: (1) wear 
and tear, or physical factors; (2) inade- 
quacy and obsolescence, or functional fac- 
tors; and (3) accidents or contingent 
causes. Professor Hatfield once said, ‘All 
machinery is on an irresistible march to 
the junk heap.” 

There are various methods in use for 
computing the amount of annual deprecia- 
tion. I will mention three briefly in their 
order of importance: (1) straight-line, 
(2) diminishing-balance, and (3) unit of 
production 

In a profitable going company, the an- 
nual amount of depreciation charged 
against Operations, and set up in the de- 
preciation reserve, represents earned de 
preciation, and the resulting additions to 
working capital have been conserved for 
the purchase of replacements. This ts true 
because revenue receipts to the extent of 
earned depreciation are unavailable for dis 
tribution among stockholders and when 
capital outlays planned for a given year 
are fairly large in relation to total fixed 
assets, the amount of carned depreciation 
reflected in working capital may be the 
one Most important financial fact. 


COST BASIS 

Accountants generally take the position 
that the basis for depreciation of depreci 
able fixed assets should be cost or adjusted 
cost which has the dual advantage of con- 


venience and definiteness. Realistically 
viewed, however, adherence to this basis 
has not resulted primarily from its in- 
trinsic merits. The difficulty and uncer- 
tainty encountered in determining valuc 
have probably been the dominant consid- 
erations. 

It has long been recognized that cost ts 
completely satisfactory as a basis for de- 
preciation only when the price level is 
constant or shows minor changes. In a 
period of sharp changes in costs, the pos- 
tulate of a relatively constant price level 
on which the validity of the cost basis rests 
does not accord with the facts. When an 
inflationary situation develops, rigid ad- 
herence to cost may mean the gradual dis- 
appearance of real capital. If there is no 
change in depreciation policy or other ap- 
propriate measures are not taken, business 
operations may be scriously handicapped 
by the disparity between the amounts re- 
covered through the depreciation process 
and the increased cost of fixed assets re- 
placements. 

It may be entirely justifiable to finance 
plant expansion through the sale of stock 
or the floating of a mortgage loan, but has 
management properly discharged its obli- 
gations to its stockholders if it has to re- 
sort to such financing merely to maintain 
its present productive capacity ? 

Accounting for fixed assets on a dollar 
amount representing the original cost basis 
during periods of inflation may result in 


J. L. DAVIS is vice president and treasurer of H. C. God- 
man Company and Miller-Jones Company, Columbus, Ohio. 
After an extensive practice as a CPA specializing in corpo- 
rate accounting and business surveys, he had eight years as 
executive, finance and accounting, in connection with the 
textile industry (Durham Hosiery Mills, Durham, N. C.) and 
ten years as executive, accounting and factory management, 
in the tobacco industry (Liggett & Myers Company, Rich- 
mond, Va.). He is president of the Columbus Controllers Club 
and a member of the American Institute of Accountants. 
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the following disastrous consequences : 


1. Impairment of capital. 

2. Hidden liabilities undisclosed on the 
balance sheet for needed replace- 
ments. 

3. Understatement of the cost of goods 
sold and corresponding overstate- 
ment of earnings. 

i. Underpricing of the product. 


What recognition should be given to 
inflated values in the accounting state- 
ments is a very real and pressing question. 
The problem is one of paying reasonable 
dividends while assuring the continuity of 
the enterprise through conservation of its 
capital—and a very large portion of its 
real capital is composed of its buildings, 
machines, and other tools of production 
which must be maintained out of carnings. 

There are two generally recognized 
methods of establishing current replace- 
ment cost: (1) by an appraisal performed 
by reputable engineers and (2) by the use 
of replacement cost factors based on pub- 
lished cost indexes. Of the two methods, 
an appraisal would be more accurate but it 
requires considerable time--would have to 
be brought up to date cach year—and en- 
tails considerable expense. On the other 
hand, approximate replacement cost can 
be determined by the use of replacement 
cost factors and be accurate enough for 
practical purposes; it is this method that 
I used in the suggested illustrated de- 
preciation schedule based on cost factors 
as published by the Factory Insurance As- 
sociation. (See page 229.) 

Replacement cost factors are determined 
by dividing the cost index applicable to 
the earlier year into the cost index appli- 
cable to the later year. For example, the 
cost index at the end of 1946 was 1.02, 
and the cost index for the end of 1951 was 
1.50; dividing the 1946 index into the 
1951 index would result in a replacement 
cost factor of 1.47, and machines pur- 
chased in 1946 at a cost of $10,000.00 
would cost today $14,700.00 ($10,000.00 
times 1.47). Cost indexes are published by 

or may be obtained from—-manufactur- 
ers, appraisal companies, insurance com- 
panies, and others. (Continued on page 230) 
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ILLUSTRATED DEPRECIATION SCHEDULE—YEAR ENDED DECEMBER 31, 1951—MACHINERY AND EQUIPMENT 
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of 

Pur- 
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Reserve 


for Depreciation 


hep 
Cost 


acement 


Cost 


At First 
of 
Year 


Depreciation 
Current Year 
Rate Amount 


k/Cost 
Factor 


Amount 


Depreciation 


on 


Replacement 
Cost 


Current Year 


hate 


Amount 


reserve for Fixed Ass 
Replacement 


ets 


At First 
of Year 


Surrent 
Year 


At End 
of Year 


1925 


20, 000200 


20, 000600 


20,000.00 


600.00 


1,730.90 


1,700. 


1,730.00] 


1926 


20,000.00 


20, 000-00 


20,000.00} 


290 


TE, 


T, 950.00 


T, 300.00 


T, 90.00 


1931 


25,000.00 


25,000.00 


2.37 


59 425000 


2962.50 


2,960.50 


2,562.60 


935 


25,500.00 


2. 3k 


70,200.00 


3, 510.00 


2,010.00 


2,010.00 


938 


17, 500. 


2.15 


54,000.00 


2,700.00 


1,450.00 


T, 50.00 


1940 


30, 000.00 


105,500.00 


5,075.00 


2,775.00 


2,775.00 


1941 


2,500.00 


27,500.00 


1.97 


509.00 


925-00 


2 


2125.00 


150.00 


5,150. 


eOL 


27,150.00 


I, 357.50 


607.5) 


607.50 


T, 000.00 


B 000 


35,500 


T, 780.00 


780,00 


180.08 


500.00 


3,500.00 


1.76 


7,500.00 


860.00 


380.00 


199 


2,000.00 


B 000. 


115,200.00 


2,260.00 


250. 


260.00 


1950 


T, 2750.00 


2,500. 


1,09 


27,250.00 


T, 352.50 


112,50 


1951 


T, 250.00 


1,000.00 


T,000. 


093 


20, 


1,030.00 


30.00 


30.00 


TOTAL 


179,900.00 


14,250.00 


h93, 250. 


633,450.00 


31,672.50 


the 


17,422.50 


17,422.50 


EXPLANATORY NOTES 


Column 3= keserve for Depreciation on Cost to First of Year , 
Amounts shown are on assumption that all purchases 
were .made on first day of year of purchase . 

Column 8= Keplacement Cost. Cost (Column 2) multiplied by 
Replacement Cost Factor (Column 7). 

Column l2-Keserve for Fixed Assets Keplacement at First of 
year. No amount is shown since year 1951 (current 
year ) is the first year for which depreciation 
was computed on replacement cost. 


Solumn 1} Keserve for Fixed Assets lteplacement “urrent 
Year . Amounts shown are the difference between 
Depreciation on Replacement Cost(Colum 10) 

and Depreciation on Cost(Column 5). 

heserve for Fixed Assets keplacement at End of 
Year. Amounts shown are the accumulated reserve 
for fixed assets replacement from January 1-195]. 
Reserve for Fixed Assets Replacement Year of 
Purchase. The years of purchase are the same as 
shown in Column 1, the duplication hereon being 
for convenience only . 


Column 


Column ll- 


BOOKS OF ACCOUNT 
Account No. 1—Reserve for Depreciation 


Separate ledger accounts should be kept for Depreciation Reserves: 
Account No. 2—Reserve for Fixed Assets Replacement 


The journal entry for depreciation for the year 1951 from the depreciation schedule would be: 


Debit Credit 


Depreciation $31,672.50 
Reserve for Depreciation 
Reserve for Fixed Assets Replacement 


Depreciation for Year Ended December 31, 1951 


$14,250.00 
$17,422.50 


In disposal of machinery and equipment items, the reserve for 
fixed assets replacement must be taken into consideration to de- 
termine the amount of profit or loss on such disposal. For exam- 
ple, if. a machine purchased in 1925 at a cost of $1,000.00 is sold, 
or scrapped, in January 1952, at a salvaged value of $100.00, the 
result would be a profit of $186.50, computed as follows: 


Salvage realized 
Net Cost 
Depreciation taken on cost .... 
Depreciation taken on cost excess— 
$1,000.00 1.73 $1,730.00 @ 5% 
$1,086.50 


Profit $ 186.50 


On balance sheets and /or financial statements, the reserve for 
depreciation, Account No, 1, should be shown as a deduction to 
the asset account of machinery and equipment and the reserve for 
fixed assets replacement, Account No. 2, should be shown as a 
separate item in the liability section. 

If and when federal revenue acts recognize depreciation on re 

placement values, it may then, and probably will be then, neces- 
sary to place a time limit of from one to two years in which the 
taxpayer must cither (a) dispose of items of machinery and 
equipment which are no longer useable in the business or (b) 
consider such items disposed of for income tax purposes in order 
that the taxpayer may not unreasonably delay such disposals to 
avoid income taxes on profit by such disposals. 
SprciAL Nore: The principles outlined tn the illustrated depreci- 
ation schedule for machinery and equipment should also be made 
applicable to all other classes of depreciable assets—buildings, 
office furniture and fixtures, leaschok improvements, auto equip- 
ment, etc.-by using replacement cost factors applicable to each 
class of depreciable assets. 


MACHINERY REPLACEMENT COST FACTORS-— To give an approximate replacement value as of January 1, 1952 


YEAR FACTOR FACTOR 


YEAR FACTOR YEAR FACTOR 


Jan. 1952 1.00 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 


2.34 
2.44 
2.63 


Source 


Factory Insurance A 


Jan. 1932 Jan. 1922 


OCIANLION 
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on cost_ | 
j At End Year 
Year _| Pure 
[30,000.00] 2,000.00] 5%] 1,500.00 | | 4 
| | 20,000.00] 7,000.00] 57] | 12D 
x 
| Jan. 1942 1.83 2.14 
1941 iP 7 1931 2.37 1921 1.58 
1940 yi 1930 2.09 1920 1.19 : 
1939 2.16 1929 1.98 1919 1.49 
1938 2.16 1928 1.90 1918 1.66 
1937 2.06 1927 1.90 1917 2.24 
1936 1926 1.82 1916 2.90 
1935 1925 1915 Sar 
1934 1924 1.272 1914 3.36 ion 
1933 1923 1.86 1913 eB 
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The Controllers Are Coming- 
TO NEW ENGLAND FOR THE 


CONTROLLERS INSTITUTE 
1953 ANNUAL MEETING 


Emergency 
facilities require 
adequate 
property records 


@ To ensure proper 
amortization allowances 
for property acquired 
under Certificates of 
Necessity, detailed pro- 
perty records reconciled 
with the Certificates are 
essential. 

American Appraisal Ser- 
vice is helpful in setting 
up such records. 


The AMERICAN 


APPRAISAL 
Company 


Over Fifty Years of Service 


OFFICES IN PRINCIPAL CITIES 
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REPLACEMENT COST 

In the application of depreciation on re- 
placement cost, the original cost of the 
asset and the reserve for depreciation 
therefore is not disturbed on books of ac- 
count. There is, however, one new account 
to be added on the books which is a re- 
serve for fixed assets replacement. In the 
depreciation schedule, depreciation is first 
figured on original cost; then the original 
cost is resolved into replacement cost on 
which the annual depreciation charge is 
computed and charged to operations. The 
difference between depreciation re- 
placement cost and depreciation on origi- 
nal cost is set up in the new account of 
Reserve for Fixed Assets Replacement.” 

I have prepared a three-page report 
consisting of an illustrated depreciation 
schedule for the year ended December 31, 
1951, on machinery and equipment, to- 
gether with pertinent notes in respect 
thereto, showing in detail my own sugges- 
tion of a procedure to be followed for de- 
preciation on replacement cost. 

While the illustrated schedule applies 
to machinery and equipment, the same 
principles, of course, would apply to build- 
ings, office furniture and fixtures, and 
other depreciable fixed assets. 

The present federal revenue act does 


not recognize depreciation on replacement 
cost and, therefore, to the extent that such 
depreciation exceeds depreciation on orig- 
inal cost, it is not allowed as a deduction 
from taxable income. However, I under- 
stand that some consideration may be 
given by the taxing authorities to allow- 
able depreciation on the higher of replace- 
ment cost or original cost. 

Replacement cost factors based on cost 
indexes are valuable tools for the estab- 
lishment of adequate fire and extended 
coverage insurance on fixed assets. As a 
matter of fact, I know of no other basis 
for insurance coverages other than a de- 
tailed appraisal by engineers. 

Recently I discussed this subject with a 
prominent New York accountant who, 
without any detailed study, told me that 
he was not particularly impressed with 
computing depreciation on replacement 
cost by the use of cost factors based on 
published cost indexes, but when I asked 
him how he determined that his clients 
were making proper provision for replace- 
ment of fixed assets or for carrying ade- 
quate fire insurance on fixed assets, he gave 
me no plausible answer. I hope, therefore, 
that I have given you, in a brief form, 
something to think about regarding one 
important phase of modern accounting. 


BUSINESS OUTLAY FOR PLANTS IN ‘53 
TO BE 5% OVER EARLY ESTIMATE 


Business plans for investment in plant and equipment in 
1953 now total $27 billion, or 5 per cent more than was re- 
ported last October, the Commerce Department and Securi- 
ties and Exchange Commission reported recently. Actual 
outlays in 1952 were $26.5 billion and in 1951, $25.5 bil- 


lion. 


Manufacturing outlays are planned at the same rate as 
last year, $12 billion, with durables showing a small decline 
and nondurables an increase. The sharpest rise over last year 
came in the public utilities field, with a record outlay of $4.4 


billion planned for 1953. 


Railroads plan somewhat less capital outlay than in 1952; 
mining and nonrail transportation are up slightly, and com- 
mercial enterprises show no change. 

The first half of the year will show greater capital spend- 
ing than the latter half, according to present plans, but 
spending will be heavy all year long. 

Within manufacturing, iron and steel, nonferrous metals 
and transportation equipment industries plan lower outlays, 
machinery firms (both electrical and nonelectrical) will 
spend more, and the rest will show little change in the 
durables field. In nondurables, petroleum, chemicals, paper 
and beverage companies are stepping up their capital spend- 


ing. 


Previous forecasts of capital expenditures by the two 
agencies have proved extremely accurate. 
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Is saving 1 cent a day on old office 
typewriters really worthwhile? 


You save no more than this when you trade 
in at 10 years instead of 5, but the advan- 
tages of having new Royal Standards are 
worth much, much more. 


Why not spend that 1 cent a day by trading in your 
old machines at 5 years? 

Why not spend it and get a return in boosted 
morale and better employee relations worth many 
times that amount? 

New, really modern Royal Standards will produce 
more work faster. Your secretaries will increase 
their typing speed on clean, new, ahead-of-the-times 
Royal Standards. You'll have fewer service calls. 
And you'll get better-looking letters and memos, 


CALL YOUR ROYAL REPRESENTATIVE 


| He’s listed in the 
| Classified Telephone Directory 


indicative of the pride you have in your own 
business. 

The new Royal Standard has many exclusive, 

advanced features found on no other office machine 
today. In addition, it has all the famous improve- 
ments that have made Royal a 2!% to 1 favorite 
among people who type. 
Your local Royal Representative will be glad 
to bring a new Royal Standard to your office and 
show you how the finest, most rugged typewriter 
ever built performs. 

He will also give you the detailed arithmetic on 
why you save only 1 cent a day by keeping your old 
office machines 10 years instead of 5. Royal Type- 
writer Company, Inc., 2 Park Avenue, New York 16, 
New York. 


BUILDING ~ THROUGH BUSINESS~ FOR A BETTER AMERICA! 


support Junior Achievement } 
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A thousand and one uses, today, for the unique photographic 
process that was designed originally to protect banks against fraud. 


Report years 
Progress 


Little did George L. MeCarthy realize the 
scope of his invention when the first automatic 
microfilmer was installed ina New York bank 
in 1928, 

The sole purpose of this machine—designed 
in co-operation with the Eastman Kodak Com- 
pany——was to counter fraudulent claims; to 
provide a photographically accurate and com- 
plete film record of all checks drawn on. the 
bank. A record that would help depositors, too, 
should their payments be questioned by outside 


sources, 


But the way this amazing new machine per- 
formed suggested greater use from the start: 
documents were recorded as fast as they were 
dropped into the microfilmer .. . and for a 
fraction of a cent apiece. Why then was it nec- 
essary to type a description of all checks for- 


Scale model of early Recordak Microfilmer recalls pio- 
neering days for Recordak officers; left to right: George 
S. Sackett, Treasurer; John K. 
Recordak; George L. McCarthy, Chairman of the Board 
and “father” of modern microfilming; Vice Presidents 
George C. McMahon and Frank L. Hilton, Jr. 


Boeing, President of 


warded to another bank for payment? 


Microfilming would eliminate this costly and 
tedious operation—thus the Recordak ‘Transit 


System made its bow; was followed closely by 
the Recordak Single Posting System, which 
eliminated a 100% duplication in bookkeeping. 


Savings ... wherever records were kept 


Banks everywhere ... and then business after 


business realized that manual record keeping 


just could not match the speed, accuracy, and 


economy of Recordak Microfilming. 


With it, retail stores were able to bill “charge 
account” customers for a fraction of the former 


cost; railroads ended expensive freight-car de- 


lays at junction points; oil companies discov- 


ered that microfilm copies cost less than carbon 


copies. And so it went! 
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Specialists in microfilming only 
— from 1928 - 1953 


How could microfilming efficiency be increased . . . and 


increased . . . and increased 2 How could businesses of 


every type and size use microfilming most profitably? To 
find the answers to these questions and related ones, 
Recordak has specialized in mucrofilming only. 

As a result, improvements were incorporated in Recor- 
dak Microfilmers in continuous succession. New models 
were designed to meet varying requirements . . . to enable 
the small users to get savings proportionate to the largest 
one. Revolutionary technics were introduced . . . auto- 
matic feeders increased microfilming speed to over 500 
documents per minute... 
film was quadrupled . . . film quality and uniformity were 
raised to ever higher standards. 

Vitally important, too, was the growth and refinement 
of Recordak’s film processing facilities. Laboratories with 
the latest high-speed professional equipment — and staffed 
by specialists were established to provide fast, flawless 
processing of film records. And Recordak’s Service Or- 
ganization was expanded step by step to serve Recordak 
users from coast-to-coast. Here, again, specialization has 
paid off. 

And all the while, Recordak’s Field Staff with an 
ever-increasing number of case histories at its finger tips 
—was pointing to economies previously unseen: bringing 
simplified record-keeping routines—in addition to extra 
protection and tremendous space savings —to 65 different 
types of business... thousands of concerns, Recordak Cor- 
poration (Subsidiary of Eastman kodak Company), AMA 
Madison Avenue, New York 22, N.Y. 


*Recordak” ts a trade-mark 


SRECORDERK 


(Subsidiary of Eastman Kodak Company) 
originator of modern microfilming— 
and its application to accounting routines 


number of images per roll of 


Kodak's famous Hawk Eye Works where 
Recordak Microfilmers, lenses, and ac- 
cessory equipment are manufactured, 
Recordak Microfilm is also made by 
Kodak...to exacting, uniform standards. 


= 
= 
= 


Recordak’s 26 convemently located 
Processing Stations process films the 
same day they are received. High speed, 
professional equipment is manned by 
experts, 


How can you use microfilming most 
profitably? Your local Recordak rep- 
resentative can pomt to the exper 
ences of 65 different types of business. 


The reason why companies of every size get 
comparable savings —Recordak Microfilmers 
are designed for varying requirements. 


The Recordak Bantam Microfilmer . . . The Recordak The Recordak The Recordak The Recordak 
with 40-1 reduction ratio, highest Duplex lriplex Junior 
today. Microfilmer Microfilmer Microfilmer Microfilmer 
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A Method of Accounting for a Pension Plan 


(Continued from page 213) 


be followed, with a more level computa- 
tion of annual costs. There will be an actu- 
arial deficiency applicable prior to the date 
of modification. 

In order to preserve the objective of 
level annual amortization, this actuarial 
deficiency, together with interest accru- 
ing under an assumed funding program, 
should be spread in equal annual amounts 
over the average remaining working lives 
of the applicable group of employes. 

Our second problem, which has already 
been touched upon in part, has to do with 
the treatment in statements of income or 
profit and loss of pension costs. Disagree- 


ment has already been expressed with the 
attitude of the Federal Communications 
Commission toward the classification of 
interest elements in pension costs. 

Obviously, the Commission's attitude is 
born of political theories, since by separat- 
ing interest from pension costs the Com- 
mission contemplates a reduced level of 
expenses to be added to the allowable re- 
turn in establishing a rate schedule. 

In the case of American Telephone & 
Telegraph Company the company and its 
public accountants are of the opinion that 
all clements of pension costs are operating 


Are YOU responsible 
for investing 
Pension Funds? 


hen yours is an exacting task that requires 
sound judgment, extensive investment knowledge, 
and the conservative longer term viewpoint. As 
administrator of pension, insurance or endowment 
funds, you know the need for safety, dependable 
yield and definite return of principal at fixed matur- 
ity dates as provided by selected high grade bonds. 


There we can help you. Through our own 
large inventory and our active bond trading depart- 
ments in Chicago and New York we make available 
in quantity a diversity of quality bonds. Through our 
50-year specialization in bonds, notes, debentures 
and equipment trust certificates, we have acquired 
an exceptional familiarity with markets and with 
the investment requirements of pension funds. 
Send without obligation for our latest offering list. 


HALSEY, STUART & CO. Inc. 


123 SOUTH LA SALLE STREET, CHICAGO 90 * 35 WALL STREET, NEW YORK 5 
AND OTHER PRINCIPAL CITIES 


expenses. 


This approach, when related to manu- 
facturing companies, appears quite reason- 
able in the light of the comments contained 
in Accounting Research Bulletin No. 36, 
and for this reason all pension costs should 
be included with other elements of cost of 
sales and selling and administrative ex- 
penses. | 

It is difficult to follow the reasoning 
which has led some companies to include 
all pension costs, except in those cases 
where contributions to the plan represent 
a form of profit sharing, as a miscellaneous 
deduction from income or in other in- 
stances to treat separately amortization of 
past service cost as a miscellaneous deduc- 
tion. 

These tendencies may be seen from an 
examination of the latest compilation of 
data contained in corporate annual reports 
by the Research Department of the Ameri- 
can Institute of Accountants.” 

The third and fourth problems stem 
from the difference that exists between the 
treatment of pension costs which has been 
suggested previously, and the treatment of 
such costs for income tax purposes. While 
questions of materiality would underlie 
any appraisal of the extent to which a cor- 
poration should conform to any of the pro- 
posed norms of performance which have 
been outlined above, this factor has a 
much greater significance when determin- 
ing the extent to which consideration must 
be given to a special handling in financial 
statements for the following cases where 
the differences exist between the account- 
ing and tax treatments. 

Income tax regulations both in the 
United States and Canada provide for the 
allowance as a tax deduction in the year of 
certain payments made within 60 days of 
the close of that year. In the event that the 
provision for income taxes in such year is 
reduced by reason of the expected deduc- 
tion of such a payment made after the bal- 
ance sheet date, the current liability sec- 
tion of the balance sheet should be in- 
creased, with a contra debit to deferred 
charges for the amount of the payment. To 
do otherwise would lead to an overstate- 
ment of the company’s current position, 
since the only justification for the reduc- 
tion of the current liability for the income 
tax accrual would be by the route of a dis- 
bursement of cash within 60 days of the 
date of the balance sheet. 

There is an advantage in this treatment 
in certain cases for in both countries there 
often is some question as to the interpre- 
tation of the adaptability of the 60-day 
clause unless entries on the books reflect 
the bona fides of the intentions of the man- 
agement. 

Barring situations of this type, it stands 
to reason that amounts involved must have 
a relatively major effect on the current po- 

*Sixth Edition—Accounting Trends and 
Techniques in Published Corporate Annual Re- 
ports—American Institute of Accountants. 
(Continued on page 236) 
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REYNOLDS & REYNOLDS PRECISION MADE 


ACCOUNTING MACHINE FORMS 


She 


REYNOLDS& REYNOLDS 
Company 


Cave? 


ASSURE YOU OF MAXIMUM 


ACCOUNTING MACHINE EFFICIENCY! 


PERFECT REGISTRATION GUARANTEED... Reynolds & Reynolds 
highly skilled specialists assure you of precision made accounting ma- 
chine forms. 
QUALITY FORMS AT LOW COST... mass production and an exclusive 
new process make Reynolds & Reynolds the leader in accounting 
machine forms production, This know how and efficiency, gained 
through years of experience, saves you money. 
PROMPT DELIVERY . . . special high speed presses and systematic 
handling guarantees prompt delivery of custom made forms. A large, 
complete stock of standard forms is always ready for immediate delivery. 
COMPLETE SOURCE OF SUPPLY .. . Reynolds & Reynolds can furnish 
binders, indexes, carbon paper, filing trays, stands and your other print- 
ing requirements, 

Reynolds & Reynolds is 
headquarters for all Accounting 
Machine Forms! 


The Reynolds & Reynolds Co. 
800 Germantown St. 
Dayton 7, Ohio 


Please send me complete information on Reynolds & Reynolds 
Accounting Machine Forms 


Make of Machine Model 


Name 
BUSINESS FORMS SINCE 1866 Firm Name 
Address 
City State 
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A Method of Accounting 
for a Pension Plan 
(Continued from page 234) 


sition to require such treatment, but the 
general theory would be difficult to dis 
pute. 

The other problem in the handling of 
the difference between the deductibility of 
pension costs for accounting purposes and 
the deductibility for income tax purposes 
has to do with the proper provision for 
income taxes in the statement of income in 
a given year. 

Having arrived at the conclusion that 
the cash basis, which is the fundamental 
of allowance for income tax purposes, is 
not a sound precept for acceptable account 
ing in all cases, there would be many in 
stances in which the financial statements 
would reflect a deferred charge or deferred 
credit, which would reflect earlier or lates 
deductions in computations of 
taxes. The immediate question is the ex 
tent to which some adjustment should be 
made to apply the offsetting portion of the 
income tax provision to the applicable px 
riod of absorption of the deferred item. 

While Accounting Research Bulletin 
No, 36 expresses no opinion on this mat- 
ter, the attitude of the Committee on Ac 
counting Procedure in similar situations ts 
fairly clear from an cxamination of Bul 
letin No. 42, which, while dealing with a 
totally unrelated matter, was forced to con 
sider the relationship of deductions under 
acceptable accounting rules with allowabl« 


mcome 


deductions for purposes of computing in- 
come taxes. The following quotation 
serves to demonstrate the Committee's 


vic wpoint: 


Accordingly, the Commit- 
tee believes that during the amortization 
period, where this difference is material, 
a charge should be made in the income 
itatement to vecognize the income tax to 
be paid in the future on the amount bj 
which amortization for income tax pur- 
poses exceeds the de preciation that 
would be allowable if certificates of ne- 
cessity had not been issued. The amount 
of the charge should be equal to the es- 
timated amount by which the income 
tax expected to be payable after the 
amortization period exceeds what would 
be so expected if amortization had not 
heen claimed for the amortization pe- 
riod. The estimated amount should be 
based upon normal and surtax rates in 
effect during the period covered by the 
meome statement with such changes 
therem as can be reasonably anticipated 
at the time the estimate is made. 

“12. In accounting for this deferment 
of income taxes, the Committee believes 
it desirable to treat the charge as being 
for additional income taxes. The re- 
lated credit in such cases would prop- 
erly be made to an account for deferred 
income taxes. Under this method during 
the life of the facility following the 
amortization period, the annual charges 
for income taxes will be reduced by 
charging to the account for deferred 


income taxes that part of the income tax 
in excess of what would have been pay- 
able had the amortization deduction not 
been claimed for income tax purposes 
in the amortization period. By this pro- 
cedure the net income will more nearly 
reflect the results of a proper matching 
of costs and revenues. 

“13. There are those who similarly 
recognize the necessity for giving effect 
to the amount of the deferred income 
taxes but who believe this should be ac- 
complished by making a change in the 
income account for additional amortiza- 
tion or depreciation. They would carry 
the related credit to an accumulated 
amortization or depreciation account as 
a practical means of recognizing the loss 
of future deductibility of the cost of the 
facility for income tax purposes, If this 
procedure is followed the annual 
charges for depreciation will be corre- 
ipondingly reduced throughout the use- 
ful life of the facility following the 
amortization period. Although this pro- 
cedure will result in the same amount of 
net income as the procedure outlined in 
paragraph 12, and therefore may be 
considered as acceptable, the Commut- 
tee regards the paragraph 12 procedure 
as preferable. In any circumstances there 
thould be disclosures of the procedures 
follou ed.”’ 


There is little exception that can be 
taken with the foregoing quotation for 
paragraph 11 or 12 or the last sentence of 
paragraph 13 in its application to pension 
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ESTABLISHED 1933 + 


35,000 Hours ts a Lot of Typing 


It would take a girl about 20 years to complete so 
much typing. To sraTisTICAL, this was a routine assign- 
ment of statistical typing, handled in stride for a client 
over a period of six months. Whether you have a litte 
or a lot of typing, it pays to keep sTaTIsTICAL in mind, 


Chicago 4, 53 W. Jackson Blud., Phone HA 7-2700 + St. Louss 1, 411 North roth St, Phone CH 5284 
New York 4, 89 Broad St, Phone WH 3-8383 + Newark 2, National Newark Bldg., Phone MA 3-7636 


TABULATING + CALCULATING +» TYPING > TEMPORARY OFFICE PERSONNEL 


STATISTICAL 
TABULATING COMPANY 


MICHAEL R. NOTARO, President 
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costs when the tax deduction significantly 
exceeds the deduction for accounting pur- 
poses in the carly years of a plan. In fact, 
adherence to the program would climinate 
the paradox which could arise with excess 
profits taxes in force when adoption of a 
pension plan accompanied by maximum 
funding might produce an income tax de- 
duction in excess of the charge to income 
for amortization of past service costs and 
current service costs. 

The only possible area of disagreement 
with these principles might occur in the 
unlikely situation of a corporation which 
had deductions on its books for some item, 
such as depreciation, made in accordance 
with soundly established rates which were 
higher than an arbitrary finding by the 
Treasury Department, and during a period 
of years such depreciation allowance per 
books might possibly exceed the allowance 
for income tax purposes and, concurrently, 
substantially offset the impact of the pen- 
sion handling. Before we could accept this 
exception, it must be clear that the bur- 
den of proof would appear to be upon the 
company that its depreciation provision 
per books represented a sound accounting 
treatment. 

Some comment needs to be made as to 
the acceptability of the treatment suggested 
in all but the last sentence of paragraph 
13. In this connection it might be recalled 
that the Securities & Exchange Commis- 
sion, in its Accounting Serics Release No. 
53, insisted that the provision for income 
taxes in the statement of income should 
represent the amount of income taxes estt- 
mated to be due for the year in question. 
It would almost scem as though the alter- 
native handling had been dictated by an 
attempt to avoid a conflict with this release, 
despite the fact that a handling of this na- 
ture would upset the proper determination 
of items of cost of sales and selling and 
administrative expenses. 

It docs not seem necessary to adhere too 
closely to the requirements laid down by 
Accounting Series Release No. 53, be 
cause this pronouncement ts of rather an 
cient vintage and was related to a some- 
what different situation, namely a problem 
of classification of charges between income 
and surplus. Moreover, the Commission 
has ignored its position in at least two sub- 
sequent instances, when it allowed regis- 
tration statements for Detroit Steel Com- 
pany and Jones & Laughlin Stecl Corpora 
tion to become effective despite the fact 
that both companies, in their financial 
statements, had followed the theory laid 
down in paragraphs 11 and 12 of Account- 
ing Research Bulletin No. 42 in account 
ing for income taxes applicable to pension 
costs 

The foregoing discussion has dealt solely 
with instances in which accumulated fund 
ing has exceeded charges to income. What 
of the opposing situation wherein the 
charges to income exceed the amount of 
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funding over a period of years commenc- 
ing with adoption of the plan ? 

There are two reasons why no special- 
ized treatment of income tax provisions is 
necessary under such circumstances. The 
first of these has to do with the element of 
conservatism, which must be considered in 
any statement of financial condition. The 
basic fact remains that the liability for in- 
come taxes is assessable against the corpo- 
ration, and it is difficult to suggest that 
such a liability should be deferred, which 
would be the case if the amortization per 
books exceeded the deductible amount for 
tax purposes and an attempt were made to 
recompute the charge to income for pro- 
vision for income taxes on the basis of the 
book income. 

This reasoning might still seem arbi- 
trary, were it not for the fact that the con- 
dition is unlikely to arise to any signifi- 
cant extent unless the assumed funding 
period for past service costs is totally un- 
realistic, and in that case subject to correc- 
tion. If an assumed funding period ap- 
proximates the remaining working lives of 
the employes subject to past service, the 
actual funding must closely approximate 
the assumed funding to keep the plan sol- 
vent, which is a requirement to maintain 
acceptance of the plan for federal income 
tax purposes. 

A fifth problem is one of timing in the 
event of changes which affect the amount 
of corporate contributions under a plan. 
Two examples of this type of situation 
come to mind. In the initial year of adop- 
tion, or modification of a plan, for what 
— of the year should pension costs 
»¢ charged to income ? In the case of plans 
which are tied to social security payments, 


and changes in the social security benefits 
are enacted during the year, at what point 
should charges to income be corrected ? In 
cither instance, the anniversary date of the 
plan will be the point at which the actuary 
makes his new estimate, but such a date is 
not necessarily the date as of which the 
company liability arose or was altered. 

In the first instance it would seem rea- 
sonable that those plans which are tied to 
union agreements would require recogni- 
tion of the liability as of the date the com- 
pany first agreed to the plan. That such a 
date did not tie in exactly with the date 
of the actuary’s estimate would be imma- 
terial, since it has been pointed out that 
exactitude is not possible in calculations 
for pension costing. 

In the case of plans voluntarily offered 
by the company, the effective date as desig- 
nated in the company’s offer, barring some 
official prior announcement of intention 
on the part of the management, would ap- 
pear to be a valid starting point. It might 
also be pointed out that companies which 
rely on a clause permitting cancellation of 
a contract at the end of a term of years, or 
at the option of the company, are not be- 
ing realistic in failing to adopt a long- 
range accounting program for the plan. 

The problem as to the effective date of 
a change in social security legislation, in- 
sofar as its effect on the corporate liability 
is concerned, is one of greater difficulty. 
The only clear point is that the anniversary 
date, with its new actuarial estimate, has 
no significance. 

On the grounds of conservatism, one 
might hold that it would be unsound to 
reduce the provision for pension costs be- 
cause of an increase in social security bene- 
fits, since the union will probably ask for 
continuity of company contributions, but 
since it 1s 24 Pang that the actuarially de- 
termined liability has been the basis for 
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all previous conclusions, and it is impos- 
sible to foretell the future course of union 
negotiations, this line of reasoning can be 
upset. 

Ergo, it would seem that various possi- 
bilities might have equal validity, namely 
(a) the beginning of the current year, (b) 
the signing of the bill by the President or 
its passage over his veto or (c) the effec- 
tive date of the provisions of the law. 
While the first of these dates is the most 
difficult to support, from a practical point 
of view it seems reasonable. Either of the 
other two could be argued without much 
thought of contradiction. 

The sixth problem is not essentially one 
of accounting, but a problem of manage- 
ment responsibility. To what extent, either 
in a stockholder’s report or in the finan- 
cial statements, should disclosure be made 
of the status of the pension fund and the 
difference between pension cost deduc- 
tions in the financial statements and allow- 
able costs for income tax purposes ? 

We return once again to Accounting Re- 
search Bulletin No. 42 where, in the last 
sentence of paragraph 13, reference was 
made to full disclosure. So long as such 
disclosure is made in the stockholders’ re- 
port, where there is greater room for full 
explanation, it hardly seems necessary to 
spell out the changes in such accounts as 
“unamortized pension costs,’ which might 
appear in the financial statements. How- 
ever, there is an obligation on the part of 
management to clarify for investors and 
security analysts the relative impacts of 
pension costing on the accounts if the 
amounts are significant. 

Those managements which fear to ex- 
rlain the extent of their pension funding 
oe of its possible effect on future un- 
ion demands are whistling in the dark. 
Unions are primarily interested in insuring 
that their members obtain retirement bene- 
fits from pensions and social security that 
will provide enough for the retired mem- 
bers to subsist on, rather than in obtain- 
ing some predetermined portion of corpo- 
rate income. 


PROBLEMS OF AMOUNT 

Repeated references have been made to 
the inaccuracy that is inherent in the ac- 
tuarial assumptions. In order to insure a 
clearer comprehension of the reasoning 
which underlies instances where such in- 
accuracies caused departure from adher- 
ence to pure theory, one must understand 
the assumptions which must be agreed 
upon before any actuarial computation can 
be made. The following items are the ma- 
jor factors to be considered : 

1. Except under certain plans which 
provide for full vesting, the rate of 
employe turnover in future years. 
Except in plans which allow no de- 
viation from one specified retirement 
age, the average age at which benefits 
will commence. 
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3. A mortality table. 

4. An estimated rate to return on in- 
vested funds, which is necessary in 
the computation of annuity valucs, 
interest on unfunded balances and 
anticipated income on trust funds. 

5. Future levels of social securiy pay- 
ments in those plans where benefits 
are geared to such payments. (It ts 
an almost universal practice to use 
current levels of social security benc 
fits in making actuarial computations, 
so that with every change in the so- 
cial security laws affecting benefits, 
there are significant adjustments in 
actuarial computations under affected 
plans. ) 

6. Future levels of compensation in 
those plans where benefits are tied 
cither to social security or to ecarn- 
ings at date of retirement or to av- 
erage carnings for a period of years 
immediately preceding retirement. 


An examination of the foregoing list- 
ing makes it clear that it is impossible to 
arrive at a single answer as to future costs. 
Factors of practical operation cause com 
panics to lean on the conservative side in 
advising actuaries to make assumptions 
that will produce higher pension costs. 
This tends to provide at least temporary 
flexibility in funding operations from the 
income tax standpoint. Obviously any 
amortization program based on such con- 
siderations will include some clement of 
excessive costing in its carlier stages. In 
the long run the charges to income and the 


amounts funded will be adjusted to the 


actual cost of the plan, which will be the 
payments finally made for the purchase of 


innuities or for benefits paid directly less 
net investment earnings on trust funds. 

There is one additional problem as to 
amount which arises each time an actuarial 
evaluation is made for a plan being funded 
through either a trusteed or deposit admin- 
istration plan. While funding payments 
may be based on prior actuarial estimates 
and broken down between specific amounts 
of current service cost, interest and past 
service cost, each new evaluation results in 
a complete redetermination as to the classi- 
fication of all previous payments among 
these three elements. 


APPLICATIONS OF THE PRINCIPLES 

The foregoing discussion has general 
applicability, despite the existence of a va- 
ricty of forms of pension plans. At this 
point a statement is necessary as to the per- 
tinence of the various factors in specific 
types of plans. Generally, wherever there 
is a formal agreement with employes pro 
viding for such a plan, the basic principles 
apply, except in the case of those profit- 
sharing plans where the benefits payable 
are computed entirely under a money-pur- 
chase method. 

While many plans reserve a theoretical 
right of termination after a period of years, 
literal application of this provision as a 
reason to avoid a sound costing program 
is completely unrealistic. While some plans 
may provide the pensions on a “'pay-as- 
you-go”’ basis, there is no difference in the 
fundamental principles of costing, since 
the obligations are existent. There is no 
distinction in the accounting principles be- 
cause of such varying methods of funding 
as the use of a trustee, an insurance com- 
pany which underwrites the plan or an in 
surance company operating under a de- 
posit administration program. 

In broad terms, the foregoing comments 
indicate that a cash basis, which ts the fun- 
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damental for income tax purposes, does 
not provide a sound measure for determin- 
ing annual charges to income under any 
method of funding, unless the resultant 
funding program is so designed as to 
spread the costs over the applicable peri- 
ods in accordance with the precepts de- 
scribed. As a result, there will usually be 
either deferred charges or reserves de- 
signed to absorb differences between ac- 
cumulated cash payments under the plan 
and accumulated charges to income. 


SUMMARY 

Primarily the comments contained 
herein represent conclusions which have 
been drawn after fairly extensive studies 
in order that an apparently acceptable so- 
lution might be derived for the accounting 
for pension costs under two plans which 
had been adopted by one group of corpora- 
tions. In all probability there would be 
argument with some of the conclusions 
which have been drawn. Further clarifica- 
tion of a difhcult area of accounting appli- 
cation may be anticipated when the Com- 
mittee on Accounting Procedure finally 
issues its further pronouncement on the 
subject. 

In the specific case, with two exceptions, 
the recommendations set forth herein were 
not only followed by the corporate group 
but apparently were acceptable to the pub- 
lic accountants who examined the consoli- 
dated financial statements. 

One exception had to do with increas- 
ing current charges to income in respect of 
income taxes because the allowable tax de- 
duction for pension costs exceeded the 
amortization on the books. The reason for 
failing to effect this adjustment was duc 
to an offsetting significant difference be- 
tween taxable net income and book income 
before provisions for taxes. While no ex- 
amination was made as to the soundness of 
the accounting applications that created 
the offset, it was agreed that at such time 
as the offset disappeared, assuming that 
the relationship between annual funding 
of pensions and charges to income was 
unchanged, the income tax adjustment 
would be made. 

The other exception had to do with dis- 
closure in stockholders’ reports as to the 
relationship that existed between amounts 
funded and charges to income. Because of 
the failure to adjust the provision for in- 
come taxes, in one year the operations of 
the plans produced a net credit to income. 
An abnormality of this nature should prob- 
ably be spelled out in a comprehensible 
manner, possibly by showing an analysis 
of changes in the unamortized balance of 
pension costs. 

Actual operations under a program as 
outlined result in the reflection of proper 
costs, except in the case of determining re- 
negotiable profits, and would thereby as- 
sist Management to operate the business 
soundly, 
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In a recent study on “The Controller in 
Aircraft Manufacturing Organizations,’ 
Lt. Commander H. C. Flatau (USN, Bu- 
reau of Acronautics and MBA, George 
Washington University, 1952) points out 
that “in the aircraft manufacturing field 
the controllership function is of much 
more recent vintage than in most other 
areas of industry. This, of course, is truc 
because very few aircraft producers existed 
prior to 1920. These companics were quite 
small and the need for the controller was 


less demanding under the circumstances.” 

From the survey conducted by Lt. Com 
mander Flatau, it was determined that the 
first aircraft manufacturing controllership 
was established less than 20 years ago. 
Many concerns, however, did not create a 
controller's “shop” until about 1942, he 
reports. “Hence, sheer size and complexi- 
fics of expanding operations, in numerous 


THE CONTROLLER 


instances, dictated the decision to create 
the office of the controller. Today, approx 
imately 75 per cent of the controllers in 
this new and fertile field report directly to 
the president of the company; however, 
the specific duties assigned vary widely.” 

As an app ndix to his study, Lt. Com 
mander Flatau prepared the charts shown 
above. 
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Tax Control of Investments 


(Continued from page 218) 


There are a good many fire and casualty 
insurance companics in the country who 
are no longer able to afford to buy tax-ex- 
empt securitics. They are better off buying 
Governments, corporates or preferred 
stock and paying the tax on the additional 
investment income. 

To give you an idea of the advantage of 
tax-exempt securities to taxable securities 
for individuals, I have checked a table of 

ield equivalents in tax-free versus taxable 
ey The table shows that if you are a 
corporation in the 520 tax bracket with 
an income over $25,000 you will have to 
get a taxable return of 4.26% to equal 2% 
on tax-exempt securities. The higher the 
tax bracket, the higher the equivalent tax 
returns necessary to equal the given tax- 
exempt return. The point I want to leave 
with you is that the tax status of a corpora- 
tion Or an institution is one of the princt- 
pal determinants of the kind of securities 
that the organization should own. 


RAISING LONG-TERM CAPITAL 


Since heavy taxation and the demands 
of national defense have caused a serious 
depletion of the working cash of Ameri- 
can industry, it might be appropriate to 
briefly answer this question: If you need to 
raise capital on a long-term basis, how do 
you gel ue 

The answer is in either or both of two 
ways: You can scll securities to the public 
through a public offering or you can seek a 
private placement of long-term obligations 
or stock with a group of banks and/or 
life insurance companics. 


If the size and circumstances of your 
company are such that a public offering 
seems feasible and you wish to sell the se- 
curities across state lines, and use instru- 
mentalities of the Federal Government in 
their sale, it will be necessary to register 
with the SEC. If the size of the issue is 
under $300,000 you can make an “A” reg- 
istration, which ts a relatively simple proc- 
ess and should cost you somewhere be- 
tween $4,000 and $5,000. If the issue is 
over $300,000 it will require full registra- 
tion. This is a long and complicated proc- 
ess and will probably cost you a minimum 
of $20,000 in attorney's fees and account- 
ant’s fees plus a considerable amount of 
time on the part of your officers and staff. 

If your situation is such that you can 
sell the securities solely to residents of the 
state in which you are domiciled and will 
not need any of the instrumentalities of 
the Federal Government, you can sell them 
without registration but you will be run- 
ning the risk of unknowing violations on 
the part of the agents who may sell the 
securities for you and the penalties for 
violations of the Securities Act are quite 
severe. In any event, you will have un- 
derwriting costs on the part of the invest- 
ment banker or agent who sells your se- 
curities for you. These underwriting costs 
will be 5 or higher. Unless the proposed 
issue is a big one, public offering in most 
cases would be neither economic nor satis- 
factory to the investors for the reason that 
an adequate market would be difficult to 
maintain. 

Private placement is the simplest and 
cheapest means of raising capital today. A 
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private placement is simply a transaction 
between buyer and issuer usually negoti- 
ated by a third person for a nominal fee 
and may involve cither debt or equity se- 
curities. 

Banks are the principal sources of short 
and medium-term capital. Ten years with 
annual installment payments * principal 
is about the longest that banks will loan. 
Insurance loans have been made for as 
long as 100 years but 20-30 years is the 
average term with annual repayment in- 
stallments. 

Any company can, of course, seek ac- 
commodation from any bank or insurance 
company or investment trust or pension 
fund or endowment foundation. Experi- 
ence shows, however, that a company using 
the services of an investment banker will 
most probably get better terms, lower rates, 
and run less risk of violating the Federal 
statutes than a company sccking to get 
capital by itself. 

The reasons for this are that an invest- 
ment banker with experience in private 
nlacements personally knows potential 
eas all over the country, knows what 
the going market rates are for the type of 
securities under consideration, and can 
seek out the most likely institutions wich- 
out violating the Securities Act. If a pri- 
vate placement is offered to more than a 
few institutions, the SEC can deem it a 
public offering and require registration 
and subject the issuer to severe fines and 
other penalties for violations. For all of 
his experience and services, the invest- 
ment banker's fees will be only between 
14% and 114°, which is one of the big- 
gest bargains in the investment industry. 


CONCLUSION 

So much for high tax rates and the 
EPT and what can be done about them 
from the view of corporate fiscal policy 
and investment policy. I think I have made 
clear the principal reasons why we should 
urge that the Mills Plan be abolished, that 
the EPT be allowed to expire, and that per- 
sonal tax rates be modified. 


Double Taxation 

There are two other matters of vital im- 
portance which I would like to call to your 
attention. The first is the need for modifi- 
cation or elimination of double taxation of 
corporate dividends. I think you will agree 
that it is nothing short of preposterous to 
tax corporation profits at the rate of 70% 
and then tax the recipient of its dividends 
at present individual rates. If the corpora- 
tion in the highest tax bracket paid all of 
its net earnings after taxes out in divi- 
dends to a stockholder in the highest indi- 
vidual tax bracket, that stockholder would 
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only receive for his own use, 2.52% of 
the earnings of that corporation. A holder 
in the 50 individual bracket would be 
allowed to keep only 15@ of the corpora- 
tion's earnings. It is no wonder that thou- 
sands of Americans feel that they cannot 
afford to own the stocks of American cor- 
porations. It is the principal reason, in my 
opinion, for the drying up of our equity 
markets. 


Capital Gains Tax 

The other matter, which ts also having a 
direct effect on the health of our market 
for stocks, is the capital gains tax. This tax 
is a capital levy of the most vicious sort 
and it seems to me has no place in an 
American profit and loss incentive system. 
There is one aspect of the capital gains law 
which wreaks as great an injustice on in- 
vestors as its application to the sale of 
homes did before the repeal of that vile 
and confiscatory provision of the 1951 tax 
bill. 

When an investor who has worked 
hard, saved his money, and intelligently 
invested in growing enterprises, reached 
the age of retirement, and decided to sell 
his low-dividend-paying stocks to reinvest 
in stocks of the companies paying out a 
substantial portion of their earnings to 
give hima Pa retirement income, he is 
faced with the necessity of paying a tax 
on the securities he has sold in order to 
buy those more suited to his retirement 
needs. He is taxed because he has passed 
the age of gainful employment. Is this the 
way to reward those who have made our 
great industrialization possible? I think 
you will agree that is the rankest sort of 
unthinking injustice. 

It seems to me that the same injustice 
prevails when any investor decides for any 
reason to make changes in his holdings. 
An elderly person's investments are as 
vital to his welfare as a younger person's 
home and to tax the exchange cok substi- 
tution of investments is, I believe, as rank 
an injustice as the taxing of the change in 
a man’s home. This feature of our capital 
gains tax is also drying up our capital mar- 
kets, driving available capital out of in- 
dustrial securities, and even out of the 
country, and is, in my opinion, a matter of 
concern to every thinking American. 


Oil Accounting Theme at Tulsa Conference 


The annual Conference of Accountants, 
sponsored by Tulsa University and the 
Tulsa Control of Controllers Institute of 
America, is scheduled for May 21-22 in 
conjunction with the International Petro- 
lcum Exposition, May 14-23. 

Speakers at the technical sessions in- 

Maurice H. Stans, Alexander Grant & 
Co., who will talk on insurance problems 
encountered by the accountant; Theodore 
Herz, Price, Waterhouse & Co., who will 
talk on the question of the Federal budget ; 
C. Henry Keplinger, Keplinger & Wanen- 


macher, Oral L. Luper, Humble Oil & Re- 
fining Company and H. Preston Woodrutt 
will speak on the engineering, auditing, 
and tax aspects, respectively, of unit op- 
erations in the oil industry. 

Glen R. Ames, Phillips Petroleum Com- 
pany, will discuss ways in which account- 
ants can be of aid to sales management. 

Allen Howard, Shell Oil Company, will 
discuss some of the aspects of internal au- 
diting in a large corporation. 

The banquet speaker will be Governor 
Johnston Murray of Oklahoma, who will 
talk on the Interstate Oil Compact. 


Are You Planning Ahead 
for Federal Tax Developments? 


Prepare now for fast, effective planning to take advantage 
of the Administration's program when it finally crystallizes! 
Review the case history material in this comprehensive report. 


MANAGEMENT PLANNING FOR CORPORATE TAXES 


NEARBY COUNTRY CLUB 
Available for Tournaments 


Excellent 18-hole Golf| Club offers 
facilities for Tournaments (Monday 
thru Friday only). Located less than 
20 miles outside of New York. Latest 
improvements; first-class dining fa- 
cilities (accommodates 150 persons). 
For details write Dept. “B”, P.O. 
Box 226, Church St. Station, 


published by Controllership Foundation, Inc., provides the con- 
troller with case history material drawn from 400 actual cases, 
many of them showing how business companies shifted or post- 
poned the impact of taxes in anticipation of changing rates. 


Of equal, or perhaps greater, value to corporate executives in 
the period of transition will be that portion of the study devoted 
to the communication of tax information, including devices to 
promote tax-consciousness on the part of all levels of manage- 
ment. When the tax implications of day-to-day decisions are 
fully understood by all who participate in making them, the 
chances for tax-savings are greatly enhanced. 


Small companies, as well as large, can profit from this infor- 
mation. A review of the many devices set forth in this study 
may mean substantial tax economies during 1953. 


Order your copy today. Price $4.00 


CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 
ONE EAST FORTY-SECOND STREET, NEW YORK 17, N. Y. 
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COMPENSATION AND INCENTIVES 
FOR INDUSTRIAL EXECUTIVES* 


By Robert B. Fetter and Donald C. Johnson 


Reviewed by AUSTIN M. FISHER 
Partner 

Fisher, Rudge & Neblett 
Management Consultants 

New York and Los Angeles 


A significant contribution to the consid- 
erable material available on the subject of 
executive compensation and incentives 1s 
this book by Robert B. Fetter and Donald 
C. Johnson, 

Made possible by a grant to Indiana 
University’s Business Research Fund, the 
research project enlisted the cooperation 
of many large industrial organizations and 
well-known economists and labor leaders. 

The problem the authors proposed to 
investigate is one that has had increasing 
attention from industry in its efforts to 
attract and to retain competent executive 
personnel : 


“With the rise of income tax rates and 
the increased significance accorded ex- 
ecutive payments by society, how can 
capable executives be compensated so 
that (a) they are induced to exert their 
most productive efforts, and (b) their 
rewards are economically and socially 
acceptable ?”’ 


To collect data upon which to draw 
conclusions, extensive research was car- 
ried on in four major areas: 


1. Federal income tax structures were an- 
alyzed at selected levels; 

2. S.E.C. reports of selected companies 
were studied to establish relationships 
of executive compensation to various 
operational factors such as net sales, 
operating expense and income, and net 
income before and after taxes; 

3. Executives of these industrial corpora- 
tions were interviewed for their atti- 
tudes on the problem ; 


* Published by Indiana University Press, 
Bloomington, Indiana, 1952. $5.00. 


i. (Questionnaires were sent to labor lead- 
ers and economists as a test of public 
opinion on “acceptability.” 


Findings on these points make interest- 
ing reading. On taxation, the authors say: 
“With government revenue needs so high, 
ideal tax policy becomes virtually a jug- 
gling feat, attempting to balance the sev- 
eral criteria of revenue, justice and incen- 
tive. It is conceivable that our income tax 
structure is sO progressive that it is be- 
coming repressive in the sense that ambi- 
tion, effort, achievement, and leadership 
in our economy are being stifled.” 

Replies from 20% of the executives 
canvassed noted indications of present im- 
pairment of ambition and effort, while 
55% thought the greatest danger was a 
long-range matter leading to future de- 
terioration of the dynamic caliber of in- 
dustrial leadership and productive char- 
acter of competitive enterprise. 

Tax improvements proposed by execu- 
tives queried include: (a) realistic earned 
income credit; (b) liberalization of stock 
purchase provisions; (c) maximum sur- 
tax rate of 50%; (d) tax-free, expense- 
account “‘living allowances.” 

While full recognition is given to the 
importance of nonfinancial motivations 
and satisfactions, the authors give full 
weight to the subjective nature of these 
intangibles. They appreciate that recogni- 
tion of accomplishments must have as a 
foundation some monetary compensation. 

Inequalities due to poor construction of 
pay scales is a pods sna factor to the 
dissatisfaction of many executives. And, 
far too few companies, the authors find, 
avail themselves of stock option and pur- 
chase plans, salary plus incentive arrange- 
ments, noncontributory pension programs, 
and deferred compensation contracts as 
means for extending the executive budget 
dollar. 

Briefly summarized, their conclusions 
are: 
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1. An equitable wage structure, based on 
equal treatment of all levels, must be 
maintained within the organization; 
and 

2. An equitable tax structure, based on 
equal treatment of all levels, must be 
maintained within the economy. 


They contend, with cogent argument, 
that financial incentives are fundamental 
to business activity. Individuals should be 
compensated in accordance with their 
demonstrated abilities and contributions 
to the organization. Compensation propor- 
tionate to contribution should be distrib- 
uted by means of differentials and not 
by mode of payment. Many companies, 
the authors hold, should investigate the 
still not widely used plans that provide 
inducements to increased 
effort and create supplementary possibili- 
ties for enjoying the fruits of one’s in- 
creased effort. 

One specific proposal suggested by this 
study should receive considerable atten- 
tion, Greater equity should be introduced, 
the authors feel, into the capital gain- 
current income rate relationship. If the 
“flow” of investment must not be 
dampened, neither must the “flow” of ef- 
fort and ambition be penalized. As a ten- 
tative proposal, it is suggested that the 
capital gain rate coincide with the cur- 
rent income rate up to a higher level than 
the prevailing 25 per cent limit. 

Every executive, and perhaps even more 
so, members of Boards of Directors, in- 
vestors, and political economists should 
find this stimulating and careful study 
of great interest and assistance. 


ACCOUNTING PROCEDURE 
FOR STANDARD COSTS* 
By Cecil Gillespie 

This volume provides a thorough revi- 
sion of a widely used work including a sub- 
stantial amount of new material based on 
first-hand observation of many standard 
cost system installations and a review of 
recent literature on standard costs. The 
author is Professor of Accounting at 
Northwestern University. 


* Published by The Ronald Press Company, 
15 East 26th Street, New York 10, N. Y. $7.50. 


OTHER BOOK ENTRIES 
INTRODUCTION TO BUSINESS FINANCE. 
By Bion B. Howard and Miller Upton. 
McGraw-Hill Book Company, 330 West 
42nd St., New Y ork. $6.00. 


COLLEGE AND UNIVERSITY BUSINESS AD- 
MINISTRATION. Volume I. American 
Council on Education, 1785 Massachu- 
setts Avenue, N.W., Washington, D. C. 
$4.50. 


DistTRIBUTION Costs (Second Edition). 
By J. Brooks Heckert and Robert B. 
Miner. The Ronald Press Company, 15 
East 26th Street, New Y ork, $6.50. 
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WITH THESE 6 NEW 


Now Available for 


TAX SHELTER FOR THE FAMILY 
By W. J. Casey and J. K. Lasser 


Shows how the family head can rearrange income and 
income-producing property to minimize tax impact, re 
lease funds for children’s education, retirement, wider 
insurance protection, emergencies. Illustrated are the 
actual tax-saving advantages of family trusts and part 
nerships—joint ownership—new family ventures—intra 
family gifts—salary and interest arrangements—insur 
ance and annuities and other proven techniques for in 
creasing family security. Tables are included to give the 
gains in family income resulting from each plan at the 
various tax bracket levels. $12.50 


PLANT LOCATION By Leonard Yaseen, Senior 
Partner, Fantus Factory Locating Service 


This nationally known expert who has located plants, 
warehouses and executive offices for Westinghouse, 
Sperry, Philco and other leading corporations, shows 
how to pick the community with greatest competitive 
advantages in transportation costs, access to raw ma 
terials and markets, Jabor costs and skills, tax aspects, 
climate, power, etc. Data gathered from study of thou 
sands of communities also offers practical guidance to 
Community Groups seeking to attract new industries. 

$12.50 


HOW TO HANDLE RENEGOTIATION 
By W. J. Casey and C. R. Gunzer 


First publication of results of over 200 actual renego 
tiations—showing percentage of profit initially earned 
and finally allowed, check list of 41 reasons justifying 
higher than average profits; shows how to compare 
your profits and efficiency with profits, turnover, ex- 
pense ratios for 112 industries and 200 companies. You 
see how to organize and present ammunition for rene- 
gotiation conferences—-excerpts from most effective pres- 
entations made by others. $24.00 


EXCESS PROFITS TAX — Planning, 


Relief, Refunds By Jacquin Bierman, W. J. Casey 
and J. K. Lasser 


These three prominent legal and tax experts draw upon 
their practical experience to offer authoritative guid- 
ance in minimizing excess profits tax for the years 1952- 
53. show procedure to follow to secure refunds on taxes 
paid for 1950-1951. They show how small and large 
companies handle financing, dividend policy, expenses, 
expansion, investment of reserve funds under E.P.T.— 
what accounting adjustments to make to save E.P.T. 
money and produce refunds. Included are 23 refund 
opportunities for many businesses. $24.00 


Save TIME AND MONEY ON YOUR TAX AND BUSINESS 
PROBLEMS AND BUILD YOUR PERSONAL ASSETS 
PRACTICAL WORKING AIDS 


FREE EXAMINATION 


MAIL COUPON TODAY 


PAY CONTRACTS WITH KEY MEN 
By W. J. Casey and V. Henry Rothschild 11 


This entirely new and unique manual gives the actual 
text of plans, agreements and clauses used by 100 com 
panies in setting up arrangements to compensate key 
executives. Included are 188 specific plans covering 40 
separate industries. They range from stock options to 
flexible pay arrangements geared to long-term inflation 
Companies faced with the problem of drafting pay plans 
that will stand up against shifting business and eco 
nomic trends will find this new manual an indispensable 
guide. $12.50 


EXECUTIVE PAY PLANS 
By Casey and Lasser 


Second enlarged edition of a widely successiul work de 
tailing new techniques developed by major companies 
to reward executives through stock options—deferred 
pay and pension arrangements—family maintenance— 
expense arrangements—and other executive benefits. 
How executives can be aided to build capital and an 
estate, provide family security—while receiving incen- 
tives to stay and perform on the job—is shown in a de- 
tailed summary of workable and economical plans. 
$12.50 


Mail Coupon Today 


BUSINESS REPORTS, INC. 


for 10 Days Free Examination of Any 
of Above Manuals-— No Obligation 


Business Reports, Inc., Roslyn, N. Y. 


Dept. C-2, Roslyn, N. Y. 


Please send me the Manual(s) checked for free examination. 
understand that I can return the Manual(s) within 10 days 


without obligation, or remit payment, plus shipping charges, for 
any I wish to keep 


1 


Name 


2 3 4 5 


a 


Firm 
Address 
CJ SAVE SHIPPING CHARGES 


Check here if you enclose payment now. Same refund privileges. 


al 


{ 
| 
| 
_$_$_$_$_$ 
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pay a statistical Dept. 
8 hours... 


when we can do the 
same work for you in 
3 hours! 


Pay only for 
what you get! 


If your own Statistical Depart- 


ment is not kept busy full time, or 


if you have peak loads, you should 
consider renting our services on a 
part-time basis. 

Your work can be done as needed 
on a wide variety of modern 
punched card accounting and tab- 
ulating machines by our expert 
operators. 

This will save you time, trouble 
and money. 


Why not discuss this with us now? 


Recording & Statistical 
Corporation 


Chicago * Boston * Detroit 
Montreal « Toronto 


100 Sixth Avenue, New York 13, N. Y. 
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Marketing Needs Cost Control 


(Continued from page 222) 


analysis is necessary to show this informa- 
tion, The example points out that, during 
the month of September, merchandise was 
shipped every working day to this partic- 
ular market. With Sailing Date order-tak- 
ing, this merchandise could have been 
shipped into the market for a potential sav- 
ing of 34 per cent. Quite often, it takes 
an example such as this to get the coopera- 
tion of selling personnel in their order- 
taking. Several companies, such as the soap 
industry, have been very successful in real- 
izing lower finished-goods transportation 
costs through the use of this principle. If 
Sailing Date order-taking becomes part of 
the distribution policy, then the transporta- 
tion statistical standards in turn must be 
corrected to reflect a lower cost standard. 


EXAMPLES OF COST ANALYSIS 

We have already pointed out that an 
alert management looks not only into the 
past, but also is constantly searching for 
better methods of doing things. In this 
process of analysis, comparisons are made 
with costs expected under different and 
new ways rather than comparisons with 
previous or standard costs. As an example, 
one medium-size company considered sell- 
ing through jobbers rather than through 
its own salesmen. Its study took the most 
recent profit and loss statement for each 
territory, eliminated those costs that could 
be saved, and added the jobber’s commis- 
sion which would have to be paid. An ad- 
justment in sales income was made for an 
expected decline in sales volume because 
of less vigorous selling by jobbers. It was 
then possible to determine whether cer- 
tain territories would be more profitable 
if jobbers were used. 


Information showing the profitability 
of products assists management in making 
the most advantageous distribution of sales 
emphasis and points out which products 
are in need of attention. One company 
found certain products much more profit- 
able than others in its study of profit mar- 
gins. However, sales volume for these 
items was small. When promotion of these 
products was stressed more heavily, a sub- 
stantial increase in volume was obtained 
with a beneficial effect on over-all profits 
of the company. A large retail company 
found that it could improve its total profit 
greatly by stressing more the higher profit 
items in its product-mix. 

Exhibit IV is a report for management 
showing the results of a district in typical 
profit and loss form. Product costs are ac- 
counted for on an actual basis as far as 
sales, gross margin, transportation, adver- 
tising, and sales promotion are concerned. 
Selling, operating, and accounting ex- 
penses are shown in total for the district. 
These may be the cost of the district selling 
unit itself as well as service charges from 
other functions and responsibilities. This 
report may be used in comparison with 
budgets. When used in this manner, it be- 
comes an example of cost control. 

However, its purpose here is to demon- 
strate the starting point for research into 
potentials in the choice of methods of dis- 
tribution, markets, customers, etc. It pro- 
vides management with the results of the 
present method of distribution, and also 
serves as the basis for cost accountants to 
reframe the results of other possible meth- 
ods. For certain uses, it will be sufficient 
to charge against products only the direct 
expenses. For others, a complete assign- 
ment of marketing costs will be necessary. 


EXHIBIT Ill 
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OR 34% 
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13 Cs. 28,755 87,657 36,716 3,317 
Cs. hl, 92k 136,450 63,267 5,827 


I Jross Transport-| Advertis- Sales Margin After 
N Product Unit et Sales Vargin ation ing Prom. Product "Expense 
E Quantity , Amount Amount Amount Amount 

1 CL} 931,560 305,541 67,805 2h, 300 24,506 10,006 9,070 
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3 [2,363,891 73,359 54,412 1,511 6,739 328 45,833 
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(1) . Quentity Sales 


271,656 


District Direct Selling Fxpense 57,087 
Lb. Nist. Serv. Ches. Onperatinp 32,216 
Lb 237,512 Total District Selling Expense 


Sistrict Profit 


Personnel : 
yupervision 
sales kopresentatives 


TOTAL 


1950 
3h 32 


The nature of the markets in the district 
dictate the distribution methods that 
should be used. Any projected improve- 
ments can be costed for each of the func- 
tions. Care should be exercised in compar- 
ing results of one district with another so 
that unlike situations are recognized. A 
careful review of the various districts in- 
dicated that different methods of distribu- 
tion were desirable. 

Sometimes, it is difficult to assign cer- 
tain marketing costs directly to products or 
territories. Correct decisions can be made 
only if the costs are always accurate for the 
purpose at hand. This sometimes means 
that different costs should be used for dif- 
ferent purposes. When costs cannot be 
charged directly, a basis which reflects the 
incident of the cost, should be used to allo- 
cate them. For example, field selling ex- 
penses cannot usually be assigned to prod- 
ucts as direct charges. Here is the way one 
company allocates its field selling expenses 
to products. This company has developed 
its accounting for marketing to yield de- 
tailed and precise costs as desired by its 
management. After a careful study of each 
field selling activity, the following bases 

were adopted: 

A. Field Expenses Other than Vehicle 

Expense. 
1. Customer time—on basis of time 
study by product. 


EXHIBIT IV 


SALES DIVISION Z—A DISTRICT 
THIRD QUARTER, 19— 


Loading and unloading time 
basis of handling units. 

3. Driving time—on basis of stops. 
i. Other time—as overhead to above 
expense. 


on 


B. Vehicle Expense—on basis of stops. 


C. Supervision—distributed to func- 
tions supervised and then to products 
with other costs of the function. 


These same methods are also used to assign 
costs to customers for determining volume 
price scales. 

Other marketing functions also present 
problems in ascertaining costs by products 
or territories. In most instances, equally 
satisfactory bases of allocation can be 
found. However, space will not permit a 
review of more examples. 


SUMMARY 

Whether your company is large or small 
you need marketing cost information be- 
fore making decisions. Start with an ac- 
counting plan capable of supplying in- 
formation for both cost control and cost 
analysis purposes. Cost control of mar- 
keting operations is the measurement of an 
activity against a goal or a standard where 
management has already determined the 
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DISTRICT PROFIT AND LOSS BY PRODUCT 


method. The objective is to measure per- 
formance in the execution of the pre- 
scribed method and to indicate appropri- 
ate action to correct unfavorable devia- 
tions. Analysis of marketing operations, on 
the other hand, is the study of the present 
method of distribution in comparison with 
other possible methods. Such analyses are 
used to determine the most effective pat- 
tern of marketing policy for management 
to follow. 

The purpose of this discussion is to 
point out the importance of continuing our 
search for more efficient marketing meth- 
ods. We must do this in addition to our 
efforts for lower production costs. It does 
not make sense to concentrate on getting 
more out of the production half of the con- 
sumer dollar and then forget about the 
half that is spent for distribution. 

Before controllers can contribute to 
greater marketing efficiency, we must un 
derstand the cost problem. We must un- 
derstand the use of both marketing cost 
control and marketing cost analysis. We 
must be able to search out the sore spots 
for marketing management. My challenge 
to controllers is let us continue to increase 
our marketing accounting skills to provide 
better eyes for management. 
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Good Executives: 


ODAY'S FORGOTTEN MAN 1s the $25,- 
Reece man who has only $9,361 
left in real 1939 dollars after he’s put 
through the wringer of high taxes and in- 
flation. In 1939 he had $22,000 left. To- 
day he has to earn $100,000 to have that 
much real buying power. Unless the exec- 
utive who enjoyed a $25,000 salary in 
1939 has been raised to $100,000 he’s 
lost ground. The fact is that top executives 
have not kept _ but have lost from 
40% to 60% of their buying power. 


How to Pay, 
Hold and Satisfy Them 


One way to keep up has been to quit 
working for a salary and operate the kind 
of business which requires a relatively 
small amount of capital requirements. 
According to William J. Casey, New York 
lawyer, and J. K. Lasser, New York ac- 
countant and tax authority, many presi- 
dents and vice presidents charged with 
nationwide operations know that the 
distributor who handles their product 
in a small city is making more money 
and building greater security for his 


MARK YOUR CALENDAR 


CONTROLLERS INSTITUTE 


1953 Conference Hotel City 
MAY 17-19 Midwestern Jefferson ST. LOUIS 
SEPT. 27-30 ANNUAL MEETING Hotel Statler BOSTON 
OTHER ORGANIZATIONS 
MAY 14-15 NATIONAL SOCIETY FOR BUSINESS BUDGETING MILWAUKEE 
3rd Annual National Conference 
MAY 17-19 INSTITUTE OF INTERNAL AUDITORS CLEVELAND 
12th Annual Conference 
MAY 17-21 NATIONAL ASSOCIATION OF CREDIT MEN AND THE MONTREAL 
CANADIAN CREDIT MEN‘S TRUST ASSOCIATION, LTD. 
MAY 21-22 OHIO STATE UNIVERSITY COLUMBUS 
15th Annual Institute on Accounting 
MAY 24-27 NATIONAL ASSOCIATION OF PURCHASING AGENTS LOS ANGELES 
38th Annual International Convention 
MAY 25-28 NATIONAL OFFICE MANAGEMENT ASSOCIATION BOSTON 
34th International Conference 
MAY 25-28 CONTROLLERS CONGRESS—NRDGA NEW ORLEANS 
33rd Annual Convention 
JUNE 1-4 EDISON ELECTRIC INSTITUTE ATLANTIC CITY 
21st Annual Convention 
JUNE 1-4 ASSOCIATION OF AMERICAN RAILROADS CHICAGO 
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59th Annual Meeting 
JUNE 14-19 NATIONAL ASSOCIATION OF COST ACCOUNTANTS LOS ANGELES 
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JUNE 1820 NATIONAL MACHINE ACCOUNTANTS ASSOCIATION MILWAUKEE 
2nd National Convention 
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family. Partially because his carnings 
are divided between his own tax re- 
turn and that of the business, the small 
business operator can build greater capital 
values in his business. Mr. Casey and Mr. 
Lasser provide an illustration which shows 
how a man drawing $25,000 salary out of 
a distributorship with assets worth $20,- 
000 and earnings of $25,000 a year does as 
well as a salaried executive who has $520,- 
000 worth of securities earning 6% on top 
of his $25,000 salary. 

Niles Trammel, they report, lost only 
$26,000 in take-home pay when he quit a 
$100,000-a-year job as president of Na- 
tional Broadcasting Company to take a 
$25,000-a-year salary plus 15% of the 
business from a Miami TV station. His 
share of the new TV station, they state, is 
a better bet than $25,000 a year in cash. 

This squeeze is making inroads on the 
supply of executive talent needed to 
operate the big business institutions, which 
are so important to the general economic 
well-being. In a new 160-page research 
study, titled ‘Executive Pay Plans,” pub- 
lished by Business Reports, Inc., Mr. 
Casey and Mr. Lasser have analyzed what 
companies can do to attract and hold good 
men and to focus on company operations 
much mental energy now devoted to worry 
about their future security and that of their 
families. 

Companies are giving their executives 
two, three and four types of compensation, 
including pensions, stock options, long- 
term contracts assuring the executive part 
pay on retirement and guarantecing his 
family a reduced scale of income for a 
limited period after his death. 


WHAT KIND OF INSURANCE? 

Suppose a 40-year-old executive wants 
five times his pay in life insurance pro- 
tection. Insurance premiums cost him 
18.7% of his take-home pay if he earns 
$20,000. It costs 31.9% if he earns $100,- 
000. Since few executives can stand this, 
companies are meeting this need by group 
insurance and by company commitments. 
The Casey-Lasser study contains illustra- 
tions which show how the same dollars 
necessary to give the executive a pay in- 
crease for him to provide for his own and 
his family’s security will, when invested by 
the company in an insurance contract, pro- 
vide not only equivalent security for him, 
but also a substantial amount of tax-free 
company funds to replace the executive if 
the company should lose him before his 
retirement. 

If an executive spends 5% of his salary 
on expenses connected with business and 
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fails to get reimbursed he loses from 
6.7% of his take-home pay in the $20,- 
000-salary bracket to 11.4 in the $100,- 
000-salary bracket. To offset this personal 
business expense, it takes a pay increase of 
from 8% to 21.5%. Thus a sound and ac- 
curate system of reimbursing for all ex- 
penses incurred in company business ts im- 
portant to both the executive and his 
employer. The Casey-Lasser research study 
shows how various companies handle this 
problem. 


MORE COMPANY BENEFITS 
FOR MORE EMPLOYES 

There is a strong trend to making more 
company benefits more widely available 
to employes. These include low-cost 
mortgage loans (Prentice-Hall), medical 
checkups (Goodyear), scholarships 
(Ford), discounts in purchases, ‘company 
packages” on vacations and health re- 
sorts, trips at reduced cost, health insur- 
ance, educational and recreational pro- 
grams, etc. These and other benefit plans 
are analyzed in ‘Executive Pay Plans.” 

Mr. Casey and Mr. Lasser point out 
that the closely held company has an en- 
tirely different problem in attracting and 
holding executive talent than the large 
publicly owned business. Yet small and 
medium-size companies must compete for 
men with financially stronger companies 
which can pay more cash compensation. 
Their solution is usually in the direction 
of giving executive talent a stake and 
integrating the executive's pay plan with 
the owner's retirement and estate plan. 
The Casey-Lasser study, which shows how 
this was accomplished in several cases, 
is available from Business Reports, Inc., 
225 West 34th Street, New York 1, N. Y. 
$12.50 per copy. 


RELATED READING 

Turn to ‘Paging the New Books’ in this 
issue for the review by Austin M. Fisher of 
“Compensation and Incentives for Indus- 
trial Executives’ by Robert B. Fetter and 
Donald C. Johnson. Page 244. 

Also see “Doing Something About Ex- 
ecutive Compensation’-—THE CONTROL- 
LER, July 1952, page 326. 

“Today's Need for Executive Evalua- 
tion and Compensation” from an address 
by Austin M. Fisher before the 1952 Mid- 
western Conference of Controllers Insti- 
tute—THE CONTROLLER, September 1952, 
page 426. 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL 


ENGINEERS 
STANDARD APPRAISAL COMPANY 


BOSTON 6 CHURCH STREET ATLANTA 
PHILADELPHIA NEW YORK, N. Y. CHICAGO 
PITTSBURGH ST. Louis 


Those seated at the head table of the 15th Anniversary Dinner of 
the Baltimore Control of Controllers Institute were (left to right): 
S. CHAPLIN DAVIS, chairman of the Anniversary Program Committee; FRANK E. 
MICHEL, president, Philadelphia Control; HOWARD G. OBERLANDER, president, 
District of Columbia Control; WALTER MITCHELL, JR., managing director of Con 
trollers Institute; EDWARD H. BROOKS, Lt. General, U.S.A., Commanding General, 
2nd Army; GEORGE L. HEWITT, president, Baltimore Control; PAUL HAASE, assistant 
managing director, Controllers Institute; HUMPHREY LLOYD, vice president, Region 
Il of the Institute; ARTHUR R. BURBETT, past president, Baltimore Control; and 
HARRY Y. WRIGHT, vice president, Baltimore Control. 


Baltimore Control Observes 15th Anniversary 


An analysis of the American military es 
tablishment, with particular emphasis on 
the United States Army and its role in 
world affairs, as well as its operating and 
personnel phases, was presented by Lt. 
General Edward H. Brooks, U.S.A., at 
the 15th Anniversary Observance of the 
Baltimore Control of Controllers Institute 
on March 24 at the Sheraton-Belvedere 
Hotel, Baltimore. 

General Brooks is in command of the 
Second Army area with headquarters at 
Fort George G. Meade, Maryland. A civil 
engineer and a graduate of Norwich Uni 
versity, Vermont, he has served in the 
United States Army since World War I 
and led the Second Armored Division 
across Omaha Beach in the Normandy in- 
vasion, later spearheading the break 
through at St. Lo. He was Commanding 
General of the VI Corps in campaigns in 
France, Germany, Austria and Italy, and 
accepted the battlefield surrender of the 
German 19th Army on May 5, 1945. 

His address was well received by an 
audience of approximately 100 Institute 
members and guests, including members 
of the Philadelphia and District of Co 
Jumbia Controls. 

Walter Mitchell, Jr., managing director 
of Controllers Institute, served as toast 
master of the dinner in the absence of Ed 
mund L, Grimes, national president of 
Controllers Institute, who was detained in 
Chicago by company business develop 
ments. 

During the program Arthur L. Burbett, 
controller, First National Bank, Baltimore, 
recalled the carlier history of the Control 
Mr. Burbett, who served three terms as 


president, from 1939 through 1942, spoke 
of the initial meeting to consider the ot 
ganization of the Control in Baltimore in 
November 1937 and the actual organiza 
tion of the Control on April 27, 1938. 

Other past presidents of the Baltimore 
Control include: Brooke E. Furr, 1938-39; 
S. Chaplin Davis, 1942-43; M. A. Ferris, 
Jr., 1943-44; Robert B. Hammill, 1944 
45; Joseph U. Diehl, 1945-46; Charles 
W. Burton, Jr., 1946-47; Morgan R. 
Schermerhorn, Jr., 1947-48; William M. 
Morgan, 1948-49; William C. Knapp, 
1949-50; Earl R. Uhlig, 1950-51; and 
Cover B. Newman, 1951-52. 

The ofhcers and directors of the Balti 
more Control for the current year are Pres: 
dent, George L. Hewitt; Vice President. 
Harry Y. Wright ; Secretary and Treasurer, 
Franklin M. Beall; and the following Dy 
rectors: Joseph U. Diehl, Raymond S. 
Hoffman, William C. Knapp, Glenn L. 
Morrison, Cover B. Newman, William R. 
Phelan. 

The 15th Anniversary Committee was 
under the chairmanship of S, Chaplin 
Davis, vice president, The Baltimore Sales- 
book Company. Serving with Mr. Davis 
were Howard E. Cooper, E. R. Koogle and 
John R. Reuling. 

Among the guests at the anniversary 
were Frank E. Michel, president of the 
Philadelphia Control; Howard G. Ober 
lander, president of the District of Colum 
bia Control; Humphrey Lloyd, of Wash 
ington, D. C., vice president of the Insti- 
tute for Region HI; and Paul Haase, as- 
sistant managing director of Controllers 
Institute. 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


Georce D. (#235-1933) has been 
elected a director and vice president of fi- 
nance of Combus- 
tion Engineering, 
Inc., New York. 
A native of St. 
Louis, Mr. Ellis 
has been with 
Combustion Engi- 
neering, Inc., and 
its predecessor 
companies, since 
1915. He was 
transferred to 
New York in 
1928 and a year 
later was elected 
controller. In 
1939 he became secretary and controller and 
since 1948 has been vice president and con- 
troller. 

Mr. Ellis served on the Board of Direc- 
tors of the New York City Control of Con- 
trollers Institute from 1938 to 1942. He has 
served as national president of the National 
Association of Cost Accountants and as a 
member of the Advisory Board of the Ma- 
chinery & Allied Products Institute. He is 
also an official and a member of numerous 
professional and industrial organizations. 


MR. ELLIS 


Herpert M. RAMEL (#1073-1937) has 
been elected president of the Precision Auto- 
motive Components Company and the Mis- 
sourt Construction Machinery Company, St. 
Louis, Mo. He recently resigned as vice 
president of the Ramsey ay age of the 
same city, with whom he has been asso- 
ciated for some 25 years. 

Mr. Ramel has also been appointed vice 


president of the Piston Ring Division of 
Moog Industries, Inc., St. Louis. He is a 
director of the St. Louis Chamber of Com- 
merce and chairman of its newly organized 
Education Committee, as well as being in- 
dustry representative on the Labor-Manage- 
ment Committee for the U. S$. Department 
of Labor for the Midwest Region, past presi- 
dent of the Associated Industries of Mis- 
sourt and a member of its executive board. 

He is also a member of the executive 
board of the National Metals Trade Asso- 
ciation; a former member of the board of 
the National Association of Manufacturers; 
a member of the Board of Trustees of 
America’s Future, Inc.; member of the 
Executive Board of Junior Achievement and 
board member of the Better Business Bu- 
reau of St. Louis. He is chairman of the 
Labor Relations Committee of the Missouri 
State Chamber of Commerce and a life 
member of the Automobile Old Timers 
Club. 


JosepH V. Miccio (#4068-1947), gen- 
eral manager of the electronics and Colum- 
bia plastics division, Curtiss-Wright Corpo- 
ration, Carlstadt, N. J., has been elected a 
vice president. 


E. WALLEN has resigned as net- 
work treasurer of Mutual Broadcasting Sys- 
tem, Inc., New York, to become vice presi- 
dent, treasurer and a director of General 
Teleradio. GEORGE R. RuppEL (#5647- 
1952), controller of the network succeeded 
Mr. Wallen as treasurer. 


RAYMOND W. HALL, vice president and 
controller of Hall Brothers, Inc., Kansas 


$25,00 


CONTROLLER 


A nationally known, well-established metal products 
manufacturer is seeking a controller to direct all ac- 
counting functions. He will report to the president. 

Our company has an annual volume exceeding $50,000,000. We are a 
leader in our industry and have a long record of unusual profit per- 
formance. Location is in a desirable city. 


The right man should be 38 to 48 years of age, an experienced con- 
troller and capable of assuming broader management responsibilities 
in the future. Opportunity for liberal compensation improvement. 


Replies may be brief and informal and will be treated in strict confidence 


BOX D 2058 THE CONTROLLER One East Forty-second St. +N. Y. 17, N. Y. 


City, Mo., has been named chairman of the 
Board of Federal Reserve Bank of Kansas 
City. 


ARCHER E. CHURCH (#219-1933)  re- 
signed on April | as controller and assistant 
treasurer of Newsweek, New York, to en- 
ter business as a partner of Forsberg-Church, 
New York, management consultants. 


S. PAYSON HALL (#4541-1949), control- 
ler of Meredith Publishing Company, Des 
Moines, lowa, has 
been elected treas- 
urer of the com- 
pany, succeeding 
ROWLAND G. 
WRIGHT (#1646- 
1940), who has 
retired. 

Mr. Hall joined 
Meredith in 1947 
and has held the 
posts of control- 
ler, assistant sec- 
retary and direc- 
tor of Radio-Tel- 
evision of Mere- 
dith Publishing as well as director and 
treasurer, Meredith Syracuse Television 
Corporation; director and secretary of Mere- 
dith Champlain Television Corporation; di- 
rector, assistant treasurer and vice president 
of Meredith Engineering Company. 

He has served as director of the Prince- 
ton Film Center, Inc., Princeton, N. J.; as 
director, vice president and secretary, Mere- 
dith WOW, Inc., Omaha, Neb.; and di- 
rector, secretary and treasurer, Phoenix 
Broadcasting, Inc. and Phoenix Television, 
Inc., Phoenix, Arizona. 

He has held the offices of secretary, treas- 
urer and vice president of the Quad Cities 
Control of Controllers Institute and served 
as chairman of the Industry Conference on 
Printing, Publishing and Allied Industries 
at the 1952 Annual Meeting of Controllers 
Institute. 

He was president of the NACA, Bridge- 
port Chapter, 1951-52, and received their 
William L. Lybrand Award—certificate of 
Merit—-1950. 


MR. HALL 


FRANK KLEIN (#904-1937 ) vice president 
of Worthington Corp., Harrison, N. J., and 
a past president of the National Associa- 
tion of Cost Accountants, has been seated 
as a member of the East Orange, N. J., 
Board of Education for a five-year term. 

Mr. Klein served as national director of 
Controllers Institute 1949-50-51, as regional 
vice president, Region II, 1951-52, and 1s 
currently a trustee of Controllership Foun- 
dation, research arm of Controllers Institute. 


JAMES B. CLANCY (#5567-1952,), secre- 
tary-comptroller, Royal Insuranc@ Group, 
New York, will now supervise the budget 
and control programs of the group. T. Cor- 
WIN STEELE was appointed secretary-comp- 
troller assuming Mr. Clancy's duties. 


ALLEN A. Warp (#2011-1941), treas- 
urer, General Box Company, Des Plaines, 
Illinois, has been elected a director of the 
company. Mr. Ward had over 27 years’ ex- 
perience in executive accounting prior to 
joining the General Box Company in 1946 
as controller. The same year he was made 
treasurer. 
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Cover B. NEWMAN ($1773-1940), treas- 
urer, Crown Cork & Seal Co., Inc., Balti- 
more, Md., was recently elected a director 
of his company. Mr. Newman ts currently 
a director of the Baltimore Control of Con- 
trollers Institute and a past president, 
1951-52. 


GILMAN C. HARVEY (#3629-1946), con- 
troller, Hawkridge Brothers Company, Bos- 
ton, Mass., was recently elected assistant 
treasurer and a member of the Board of 
Directors of the company. 


GeORGE T. PFIFER has been appointed 
controller and assistant treasurer of Na- 
tional Can Corporation, New York. He will 
be located at the company's new headquar- 
ters in Chicago. 

Mr. Pfifer was assistant controller of 
Trailmobile, Inc., for three years before 
joining National Can. From 1941-1950 he 
was associated with D. G. Sisterton & Co., 
Pittsburgh, Pa., certified public accountants. 


J. T. MAHANEY (#3590-1946) executive 
vice president of the Missouri-Kansas-Texas 
Railroad, St. Louis, Mo., has been elected to 
the Board of Directors. 


EUGENE F. BAXTER (#4700-1949) is now 
associated with Chase Conover & Co., Chi- 
cago, Illinois, as 
senior account- 
ant. He was for- 
merly controller 
of Reserve Insur- 
ance Company, 
Chicago; vice 
president and 
controller of the 
Secured Insur- 
ance Companies, 
Indianapolis, 
Ind.; and control- 
ler and assistant 
treasurer of Man- 
ufacturers and 
Merchants Indemnity Company, Cincinnati, 
Ohio. 

During the war years, Mr. Baxter was a 
procedure engineer at Kingsbury Ordnance 
Plant, La Porte, Ind. Prior to this war serv- 
ice he spent ten years with Joseph Froggatt 
& Co., Inc., as assistant Chicago manager. 


MR. BAXTER 


CLARENCE A. BICKEL (#2740-1943), a 
partner in Robert W. Baird & Co., Mil- 
waukee, has been nominated as a governor 
of the board of governors of the New York 
Stock Exchange. The exchange membership 
will vote on the nominations on May 11. 


WILLIAM S. COFFING has been appointed 
vice president-controller of Day-Brite Light- 
ing, Inc., St. Louis, Mo. He was formerly 
controller and office manager. 


RALPH H. THOMSON, deputy comptroller 
of National City Bank, New York, has 
been named comptroller. He succeeds Bur- 
NESS Kypp, who 1s retiring under the bank's 
retiring plan. 


MERRILL J. FERREE (#3365-1945), for- 
merly controller, Oakland Division, Cali- 
fornia Eastern Airways, Inc., Oakland, Cali- 
fornia, is now controller of Granite Rock 
Company and Central Supply Company, 
both of Watsonville, California. 
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HAROLD S. KUHNS (#1484-1939), secre- 
tary-treasurer and controller, The Haloid 
Co., Rochester, N. Y., has been named ex 
ecutive vice president and controller in 
charge of manufacturing and finance of his 
company 


DONOVAN J. GRay (#4705-1949), for 
merly comptroller, L. A. Young Spring & 
Wire Corp., Detroit, Michigan, is now af- 
filiated with Wyandotte Chemicals Cor- 
poration, Wyandotte, Michigan, as con- 
troller. 


FREDERIC M. Hapieéy (#4083-1947 ), as 
sistant executive vice president, Eli Lilly & 
Co., Indianapolis, Ind., has been appointed 
a member of the Board of Directors and 
named executive vice president of the com- 


pany. Mr. Hadley is currently president of 
the Indianapolis Control of Controllers In 
stitute 


ALBERT STEG (#2368-1942) recently re 
signed as controller of American Optical 
Company, Southbridge, Mass., to join Borg- 
Warner Corporation, Chicago, Ill, as con- 
troller 


MARTIN H. MILLER, diviston controller, 
The National Supply Company, Engine Di- 
vision, Springfield, Ohio, has been named 
assistant to the general manager. THEODORE 
R. Fox, formerly assistant division control- 
ler, has been named division controller. 
CarRL L. UNANGST, division accountant, 
succeeded to the assistant division controller 
duties. 


J) Would you like to provide 


Retirement Income 


for Your Employees?... 


e With no fixed costs to your firm? 
e With dollars you can deduct from gross income? 


e From a fund that can enjoy tax-free increases 
in value—and earn tax-free returns besides? 


e With a plan that usually means more after-tax 
income for your employees when they retire? 


What we're talking about, of course, is a deferred profit-sharing 
plan for retirement income. The kind of a plan that has proved 
so effective for companies like Jewel Tea, Procter and Gamble, 
Sears Roebuck—and dozens of others. The kind of a plan that 
holds a steadily increasing attraction for hundreds of other com- 
panies trying to make adequate, long-range provision for the 
welfare of their employees. 

If you feel that your firm falls in this category, we think you 
should read our new booklet, “Profit Sharing”. 


You'll find a helpful comparison between current and deferred 
plans, plus a discussion of the many cost advantages deferred 
plans can offer. You'll also learn how to qualify a plan and why 
you should, 


It tells how employees gain--and why, spells out just what a 
profit sharing formula is, discusses in turn each of the major 
policy decisions and legal requirements that must be considered 
before putting any plan into practice. 


Designed as a basic guidebook for any employer, the booklet 
provides sensible suggestions on investing the trust-fund portion 
of the plan and tells just what Merrill Lynch ean do to help. 


If you'd like a copy of “Profit Sharing’, just ask. There's no 
charge, of course. Simply address 


PENSION FUND DEPARTMENT KY-29 
MERRILL LYNCH. PIERCE. FENNER & BEANE 


70 Pine Street, New York 5, N. Y. 
Offices in 103 Cities 
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If your company was involved in last 
year's competition for college graduates, 
in its recruitment plan, and found the ex 
perience rather hectic, it would be well to 
take a deep breath now before getting in- 
volved with what 1s predicted to be a 
mad scramble” for college seniors this 
year. According to the executives of 195 
leading companies recently surveyed by 
the National Industrial Conference Board, 
the following are typical causes underlying 
this shortage of top graduates: 

There are more underclassmen but fewer 
upperclassmen. Thus, fewer students will 
be graduating in 1953 than a year ago. 

Fewer of the 1953 graduates will be 
available for private employment: Only 
25% of the male seniors across the coun- 
try have completed their tour of military 
service, 


Starting Salaries Up 5%-8% Over 1952 for College Seniors 


MONTHLY BEGINNING SALARIES, 1953 


As Listed by Leading Companies Surveyed 


Manufacturing Companies Nommanufacturing Companies 


Degree 

Regular A.B. $308 
Engineering 334 
M.A. 370 
Ph.D. 488 


(Median starting salaries 


(Median starting salaries) 
$271 
321 
312 
a 


"As only a few of the nonmanufacturing companies reported hiring 
Ph.D.'s, it would not have been meaningful to compute an average salary 


Also, many of the companies say, in effect 


“We do not have a fixed 


starting rate for Ph_D.’s. Their salaries are determined on an individual 


basis.’ 


More companies will be trying to re- 
cruit seniors: More companies than ever 
before are interested in employing college 
graduates; and their 1953 quotas, gen- 
erally speaking, exceed the number of men 
recruited last year. 

The Board notes that salaries offered se- 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each insertion. 50¢ each additional line. Payable 


in advance. Allow approximately 40 words to the 1 column-wide inch including 2 


>? words for 


box number. Closing date 10th of preceding month Address box number replies to THE Con- 


TROLLER, One East Forty-second Street New York 17, N. Y. Replies will be forwarded 


SITUATIONS WANTED 


ASSISTANT CONTROLLER-EXECUTIVE 
ACCOUNTANT-SYSTEMS MANAGER 


Shortage of qualified executives ? Am interested 
in position with firm having this problem 
Varied industrial accounting experience with 
blue-chip firms. Heavy experience in procedur« 
development with view toward improved man 
agement controls and clerical costs. Proven abil 
ity to organize and direct. College graduate 
Age 31. Family. Philadelphia-Wilmington area 
Salary $10,000, Box 2052 


EXECUTIVE ACCOUNTANT 


CPA, 36, supervisor with Chicago public ac 
counting firm, 13 years public and industrial 
accounting experience, desires responsible 
position in industry, Would consider relocat 
ing. Presently earning $9000.00, Box 2053 


CONTROLLER-TREASURER 


Presently employed as chief financial othcer 
in medium-sized manufacturing company. Fit 
teen years experience in industrial accounting 
costs, budgets, forecasts, inventory control, 
tabulating, financing, taxes and insurance 
Diversified experience in multi-plant and 
small companies. Practical knowledge of 
modern control methods with proven accom 
plishment record. Age 39, Box 2054 


CONTROLLER 
or ASSISTANT CONTROLLER 
N.Y. Certified Public Accountant, member ot 
Controllers Institute, college graduate seeking 
executive accounting position with well-rated 
company. Eighteen years of top experience in 
public and private accounting. Experience in 
ill aspects of general and cost accounting, sys- 
tems, taxes, controllership, etc. Expert on 
government contracts accounting, negotia- 
trons, regulations. Age 40. Married. Box 2055 


EXECUTIVE ACCOUNTANT 
Consolidation makes available chief account- 
ant of multi-branch chemical concern. Inter- 
pretive reporting, tax management, cost re- 
duction, budgets. IBM, systems. Under five 
figures. Age 39, family. N.Y.C. area. Box 
2043 


CONTROLLER—TREASURER— 

BUDGET DIRECTOR 
Skilled administrator, presently employed as 
controller—treasurer—budget officer of large 
utility. Keen analyst, gets things done at mini- 
mum cost. Thorough knowledge accounting, 
finance, costs, controls, budgets, systems, pro- 
cedures, credits, insurance, taxes, pensions, gov- 
ernment contracts. Previous heavy manufactur- 
ing experience. University trained—business ad- 
ministration, accounting, finance, statistics, eco- 
nomics, law. Member Controllers Institute. Can 
relocate, U. §. or abroad; knowledge languages. 
Box 2025 


NOTE 


for the people contacted through this column nor does it guarante 


Tur ConTROLLER reserves the right to accept, reject or censor classified copy and takes no responsibility 


e any item bought or sold, 
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lected college seniors have been on the in- 
crease, with unimportant exceptions, for 
many years. This trend will be maintained 
in 1953, according to the reporting com- 
panies. In the survey made and published 
a year ago, the average monthly salary be- 
ing offered regular A.B. graduates was 
$293; graduates in engineering, $309 
(manufacturing companies). The figures 
reported for 1953 are $308 and $334, re- 
spectively—up 5% and 8% from last 
year. Now that government wage controls 
have been removed by the new adminis- 
tration, some recruiting officers expect the 
bidding may go even higher during the 
next several months. 

Last year, the survey found, the average 
manufacturing company recruited about 
60 students. This year reports indicate they 
will try to find 70, 

Some companies report they are sign- 
ing Men On campus in anticipation of a 
shortage of qualified graduates. Other 
companies, while admitting that they 
might lose some recruits by pursuing 4 
more deliberate course, withhold an offer 
until the student has had an opportunity 
to visit the company and meet some of the 
executives. Replies indicate that more than 
90% of the reporting companies are hold- 
ing to their established practice of careful 
selection, despite pressures to try short 
cuts. 

Last year a large majority of the com- 
panies failed to attain their quotas. The 
Board notes, however, that few of the 
companies cooperating in this survey ex- 
press any pessimism about the current situ- 
ation. Most of them feel that by increasing 
their efforts they can obtain the number 
they need. 

In reply to the question, “What effect 
have the increased salaries offered college 
graduates in recent years had on the com- 
panies’ general salary structure?”, 50% 
of the 169 cooperating companies say ‘no 
effect." Approximately a third report 
slight effect’; 6% state ‘‘a considerable 
effect.’ Less than 10% failed to answer 
this question. 
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SINGLE “UNIT TRANSCOPY DUPLEX 


CHECK ALL THESE BENEFITS 
FOUND ONLY IN 
TRANSCOPY DUPLEX 


Single Unit 
Economical 

No Installation Charge 
Use Anywhere 
Compact — Sturdy 
Any Length Copy 
Clean 

Versatile 

No Darkroom 

No Running Water 
No Drying Time 
Positive Prints 
Fastest Method 
Simple to Operate 
100°. Accurate 


Two Models 


GET ALL THE ANSWERS 


IN FREE FOLDER 


olutionary, new 


Remington Rand has done it again. Now a single-unit machine is 
available for the Transcopy method of photocopying... the brand- 
new Transcopy Duplex. This space-saving, time-saving, work- 
saving development gives you, in seconds, positive ready-to-use 
photocopies of any record, written, printed or drawn up to 1412” 


wide and of any length. 


HERE'S HOW TRANSCOPY DUPLEX WORKS 
Insert the document to be copied, with a sheet of Transcopy 
negative paper, in the front slot of the unit. Electrically driven 
belts carry the sheets thru the unit exposing the print and ejecting 
both sheets thru the second slot. Return the original to normal use 
and insert the exposed negative sheet with a sheet of positive 
Transcopy paper in the third, for development. Again, electrically 
driven rollers pull the sheets thru the developer and eject the 
sheets from the rear slot. Wait just a few seconds for printing to 
take place, separate the sheets and you have a perfect, ready-to- 


use positive print black printing on white background. 


ROOM 1924, 315 FOURTH AVE. 
NEW YORK 10, NEW YORK 


Gentlemen: I am most interested in finding out how I can use 
the Transcopy photocopying method in a single machine. Please 
send me, without obligation, free folder P-344 explaining in 


detail the operation of Transcopy Duplex. 


NAME POSITION 
FIRM 


ADDRESS 


CITY 


Photocopies in SECONDS! | 
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The Underwood Sundstrand 
Model E Accounting Machine 


MECHANICAL BRAIN 


direct all your accounting! 


Here is a fully automatic, low-cost machine 
for all phases of your accounting. A machine 
that will save you time, money and effort. 


It’s the much-talked-of Underwood Sund- 
strand Model E Accounting Machine. . . on 
which you, too, can post a wide variety of 
records. 

The Model E has a ‘“‘mechanical brain’’—a 
control plate that actually directs every auto- 
matic operation . speeds work and prac 
tically stops errors. 

And here’s another feature that you'll 
always give thanks for . . . the famous, fast, 
accurate touch-operated Sundstrand 10-key 
keyboard. The keyboard that Underwood 
developed scientifically so that you can turn 
out more work, more easily and in less time. 


Whether your company is large or small, 


Underwood has just the right accounting ma- 
chine for every purpose...for every purse.* 

For instance, the Underwood Sundstrand 
Model E, illustrated, has 2 registers... the 
Model C has 5 registers...the Model D, 
10 registers. 

Call your local Underwood office today for 
a demonstration of the accounting machine 
best suited for your use. 


*Price starts at $1483 plustaxes Subrsect tochange without notice. 


Underwood Corporation 


Accounting Machines... Adding Machines... 
Typewriters ... Carbon Paper . . . Ribbons 
One Park Avenue, New York 16, N. Y. 


? 
Underwood Limited,Torontol,Canada_ 


UNDERWOOD 


Sales and Service Everywhere se 


The Original 
Touch Method 
Keyboard 
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